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Essentials of Marketing has provided a clear outline of the principle theories of 
marketing in clear, jargon-free language for almost eight years now. The book is 
intended to provide an overview of marketing thought and practice for students 
new to marketing, for students on short introductory marketing courses, for over¬ 
seas students who need a plain-English guide, and to anyone who needs a quick 
grasp of the subject. 

The book seeks to avoid a UK-centred viewpoint, and examples are used from 
throughout the world: where specific technical terms are used, they are explained 
in the glossary, in direct and straightforward language. 

Specific features of this edition are: 

• Relevant and up-to-date case studies, all of which are new for this edition. 

• Self-test questions designed to aid student learning. 

Up-to-date and full referencing for the more academic student. 

• Recommended further reading for each chapter. 

• Extended coverage of global marketing theory. 

• A fully-rewritten Chapter 12, covering relationship marketing, Internet mar¬ 
keting, marketing ethics, and the changing conceptual position of marketing in 
the 21st century. 

Overall, the book is intended to offer an insight into what marketing is all about: 
it is written by an enthusiast, a believer in the marketing ethos. Marketing is 
about facilitating exchange, it is about allowing people the choices to be able to 
live the kind of lives they would wish for themselves and their families, and it 
delivers a standard of living, but above all marketing is about ensuring that busi¬ 
ness meets the needs of its customers. 

Sadly, despite more than fifty years of marketing thought, many companies 
still measure their success in financial terms (instead of in customer satisfaction 
terms), still calculate the profitability of products (rather than the profitability of 
groups of customers), and still often act as if customers have no choice about 
where they spend their money. This book is intended to go some way towards 
showing why (and how) this can be changed. 

No book is the work of one person, and I would like to acknowledge the 
people who have helped me write this one. First of all, my wife Sue, who has 
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provided many of the examples I have used, and who knows not to disturb me 
when I am 'on a roll'. Secondly, my friends and colleagues at the University of 
Glamorgan who have pointed me towards references, argued with me about con¬ 
cepts, and also have told me when I am on the right lines. Thirdly, my students 
past and present, who have asked me difficult questions and made me look up 
the answers or rethink my position. Fourthly, everyone at Pearson: Jane Powell, 
who worked with me on the first edition, Thomas Sigel who has worked with me 
on this edition, Peter Hooper for his timely (and polite) reminders about dead¬ 
lines, and Aylene Rogers and the other production people who have turned my 
words into a book. Finally, my former colleagues in industry, who showed me 
that the marketing concept is not obvious to everyone, and that marketers also 
need to understand the viewpoint of other professionals. 

Any errors and omissions are, of course, mine. 

Jim Blythe 
July 2004 








•-> • .1 • 


rtTT^t 


Acknowledgements 


SiH" .tbsh 
wSBl^ '■'■‘"^‘^■^J'V- ■ *L- - 
-if-■••■, %. ''>'"?■ -"-I 




, ''^r.^ j .iv s. 


IMgKsgF 


♦Jf.* 1 


.Jr$. 



We are grateful to the following for permission to reproduce copyright material: 

Figure 1.1 from Principles of Marketing, Kotler, P., Armstrong, G., Saunders, J. and 
Wong, V., Pearson Education Limited © 2001; Figure 1.2 and Table 10.2 from 
Kotler, Philip, Marketing Management, 11th Edition, © 2003. Reprinted by permis¬ 
sion of Pearson Education, Inc., Upper Saddle River, NJ; Figure 5.3 reprinted from 
The Marketing Book, Meidan A., Quantitative methods in marketing, © 1987, with 
permission from Elsevier; Figure 6.1 and Figure 8.1 from Dibb, Sally, Lyndon 
Simkin, William Pride and O.C. Ferrell, Marketing: Concepts and Strategies, Third 
European Edition. Copyright © 1997 by Houghton Mifflin Company. Used with 
permission; Figure 6.3 reprinted from Business Horizons, June, Enis, LaGarce and 
Prell, Extending the product life cycle, © 1977, with permission from Elsevier; 
Figure 6.4 reprinted from The Product Portfolio Matrix, © 1970, The Boston 
Consulting Group; Figure 6.5 reprinted from Long range planning, 15 (6), 
Barksdale, H.C. and Harris, C.E., Portfolio analysis and the PLC, pp. 74-83, © 
1982, with permission from Elsevier; Table 6.5 from New product scenarios; 
prospects for success in Journal of Marketing, 45, Spring, American Marketing 
Association (Calentone, R. and Cooper, R.G. 1981); Table 7.6 from Dibb, Sally, 
Lyndon Simkin, William Pride, and O.C. Ferrell, MARKETING: CONCEPTS 
AND STRATEGIES, European Second Edition. Copyright © 1994 by Houghton 
Mifflin Company. Used with permission; Table 8.1 from THE MANAGEMENT 
OF BUSINESS LOGISTICS FOURTH EDITION 4th edition by Coyle / Bardi / 
Langley. © 1988. Reprinted with permission of South-Western, a division of 
Thomson Learning: www.thomsonrights.com. Fax 800 730-2215.; Table 11.2 from 
Principles of Marketing, Brassington, F. and Pettitt, S., Pearson Education Limited 
© 1997; Figure 12.1, Table 12.1 and Table 12.2 reprinted from Relationship 
Marketing, Ballantyne, D., Christopher, M. and Payne, A. © 1991, with permission 
from Elsevier; Figure 12.3 from A conceptual model of service quality and its 
implications for future research in Journal of Marketing, 49, Autumn, American 
Marketing Association (Parasuraman, A., Zeithaml, V.A. and Berry, L.L. 1985) 

In some instances we have been unable to trace the owners of copyright material, 
and we would appreciate any information that would enable us to do so. 






I Objectives 

After reading this chapter you should be able to: 
describe the main roles marketers have; 

explain the responsibilities of various types of marketing manager; 
explain the core concepts of marketing; 

explain how marketing activities fit in with other business disciplines; 
describe the development of the marketing concept. 




Chapter 1 • What do marketers do? 


INTRODUCTION 


This chapter is an introduction to the basic concepts of marketing, seen in terms 
of the roles that marketers carry out in their day-to-day jobs. Although marketers 
have many different job titles, what they have in common is the same orientation 
towards running the organisation; marketing is concerned with ensuring the 
closest possible fit between what the organisation does and what its customers 
need and want. 


ABOUT MARKETING 


Marketing is the term given to those activities which occur at the interface 
between the organisation and its customers. It comes from the original concept of 
a marketplace, where buyers and sellers would come together to conduct trans¬ 
actions (or exchanges) for their mutual benefit. The aim of marketing as a 
discipline is to ensure that customers will conduct exchanges with the marketer's 
organisation, rather than with the other 'stallholders'. To do this effectively, mar¬ 
keters must provide those customers with what they want to buy, at prices which 
represent value for money. 

The two most widely used definitions of marketing are these: 

Marketing is the management process which identifies, anticipates, and 
supplies customer requirements efficiently and profitably. 

(UK Chartered Institute of Marketing) 

Marketing is the process of planning and executing the conception, pricing, 
promotion and distribution of ideas, goods and services to create exchange 
and satisfy individual and organisational objectives. 

(American Marketing Association) 

Both of these definitions have been criticised. The Chartered Institute of 
Marketing (CIM) definition has been criticised because it takes profit as being the 
only outcome of marketing, whereas marketing approaches and techniques are 
widely used by organisations such as charities and government departments 
which do not have profit as their goal. The American Marketing Association 
(AMA) definition has also been criticised for failing to take account of the 
increasing role of marketing in a broader social context, and for appearing to 
regard consumers as being passive in the process. The same criticism could 
equally be applied to the CIM definition. 

To the non-marketer, marketing often carries negative connotations; there is a 
popular view that marketing is about persuading people to buy things they do 
not want, or about cheating people. In fact, marketing practitioners have the 
responsibility for ensuring that the customer has to come first in the firm's think- 
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ing, whereas other professionals might be more concerned with getting the bal¬ 
ance sheet to look right or getting the production line running smoothly. 
Marketers are well aware that the average customer will not keep coming back to 
a firm that does not provide good products at an acceptable price, and without 
customers there is no business. 

Competition in many markets is fierce. If there is room for four companies in a 
given market, there will be five companies in there, each trying to maximise their 
market share; the customer is king in that situation, and the firms that ignore the 
customer's needs will go to the wall. Marketers therefore focus their attention 
entirely on the customer, and put the customer at the centre of the business. 


THE DEVELOPMENT OF THE MARKETING CONCEPT 


The marketing concept is a fairly recent one, and has been preceded by other 
business philosophies. 


Production orientation 

During the nineteenth century it was often thought that people would buy any¬ 
thing, provided it was cheap enough. This belief had some truth in it, since the 
invention of the steam engine allowed very much cheaper mass-produced items 
to be made. If an item was on sale at around one-tenth the price of the hand-made 
equivalent, most customers were prepared to accept poorer quality or an article 
that didn't exactly fit their needs. The prevailing attitude among manufacturers 
was that getting production right was all that mattered; this is called production 
orientation. This paradigm usually prevails in market conditions under which 
demand greatly exceeds supply, and is therefore still found in some Third World 
and Eastern European countries. 

With rising affluence people are not prepared to accept standardised products, 
and as markets grow manufacturers are able to reap the benefits of mass produc¬ 
tion despite providing more specialised products: therefore the extra cost of 
having something that fits one's needs more exactly is not high enough to make 
much difference. 


Product orientation 

For this reason, manufacturers began to look more closely at what they were pro¬ 
ducing. This led to the view that an ideal product could be made, one that all (or 
most) customers would want. Engineers and designers developed comprehen¬ 
sively equipped products, with more and 'better' features, in an attempt to please 
everybody. This philosophy is known as product orientation. 
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Product orientation tends to lead to ever more complex products at ever- 
increasing prices; customers are being asked to pay for features which they may 
not need, or which may even be regarded as drawbacks. The problem with this 
approach is that it does not allow for differences in tastes and needs between dif¬ 
ferent customers and consumers. 


Sales orientation 

As manufacturing capacity increases, supply will tend to outstrip demand. 
During the 1920s and 1930s in Europe and the USA manufacturers began to take 
the view that a 'born salesman' could sell anything to anybody and therefore 
enough salesmen could get rid of the surplus products. This is called sales orien¬ 
tation, and relies on the premise that the customer can be fooled, the customer 
will not mind being fooled and will let you do it again later, and that if there are 
problems with the product these can be glossed over by a fast-talking sales repre¬ 
sentative. Up until the early 1950s, therefore, personal selling and advertising 
were regarded as the most important (often the only) marketing activities. 

Sales orientation takes the view that customers will not ordinarily buy enough 
of the firm's products to meet the firm's needs, and therefore they will need to be 
persuaded to buy more. Sales orientation is therefore concerned with the needs of 
the seller, not with the needs of the buyer. 1 

Essentially, what businesses were trying to do during this time (sometimes known 
as the sales era) was to produce a product with given characteristics, then change the 
consumers to fit it. This is, of course, extremely difficult to do in practice. 

It should be noted that selling orientation and the practice of selling are two 
different things - modern salespeople are usually concerned to establish long¬ 
term relationships with customers who will come back and buy more. 


Consumer orientation 

Modern marketers take the view that the customers are intelligent enough to 
know what they need, can recognise value for money when they see it, and will 
not buy again from the firm if they do not get value for money. This is the basis of 
the marketing concept. 

Putting the customer at the centre of all the organisation's activities is easier said 
than done. The marketing concept affects all areas of the business, from production 
(where the engineers and designers have to produce items that meet customers' 
needs) through to after-sales services (where customer complaints need to be taken 
seriously). The marketing concept is hard to implement because, unlike the sales 
orientation approach which seeks to change the mass of customers to fit the organi¬ 
sation's aims, the marketing concept seeks to change the organisation's aims to fit 
one or more specific groups of customers who have similar needs. This means that 
marketers often meet resistance from within their own organisations. 
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In practice, the marketing concept means finding out the needs and wants of a 
particular group of customers, finding out what price they would be willing to 
pay, and fitting the organisation's activities towards meeting those needs and 
wants at the right price. These are the main responsibilities of the marketing 
director or marketing managers of a firm. 

At this point, it is useful to draw a distinction between customers and con¬ 
sumers. Customers are the people who buy the product; consumers are those 
who consume it. Customers could therefore be professional buyers who are pur¬ 
chasing supplies for a company, or possibly a parent buying toys for a child. The 
consumer might also be the customer, of course, but could equally be the recipi¬ 
ent of a gift or the user of a service which is paid for by others. 

Societal marketing 

Societal marketing holds that marketers should take some responsibility for the 
needs of society at large, and for the sustainability of their production activities. 
This orientation moves the focus away from the immediate exchanges between 
an organisation and its customers, and even away from the relationship between 
the organisation and its consumers, and towards the long-term effects on society 
at large. This need not conflict with the immediate needs of the organisation's 
consumers: for example. Body Shop operates a highly successful consumer- 
orientated business while still promising (and delivering) low environmental 
impact (see Chapter 12). 

Kotler et al. 2 say that products can be classified according to their immediate 
satisfaction and their long-run consumer benefits. Figure 1.1 illustrates this. In the 
diagram, a product which has high long-term benefits and is also highly satisfy¬ 
ing is classified as a desirable product. For example, a natural fruit juice which is 


Immediate satisfaction 


Low 


High 


Long-run 

consumer 

benefits 


U- u 

High 


Desirable 

products 


Deficient Pleasing 

products products 



Societal classification of new products 


( Source : Kotler, P., Armstrong, G., Saunders, J. and Wong. V., 2001, Principles of Marketing. Pearson Education Limited © 2001. 2 ) 



Chapter 1 • What do marketers do? 


high in vitamins and also tastes good might fit this category. A product which has 
long-term benefits but which is not immediately satisfying, for example a house¬ 
hold smoke alarm, is a salutary product. Products which are bad for consumers in 
the long run, but which are immediately satisfying (such as alcohol, cigarettes 
and confectionery) are called pleasing products. Finally, products which are nei¬ 
ther good for consumers nor satisfying are called deficient products: examples 
might include ineffective slimming products, or exercise equipment which is 
poorly designed and causes injury. In theory, firms should aim to produce desir¬ 
able products - but consumers often choose the pleasing products instead. 

The societal marketing concept includes the marketing concept in that it recog¬ 
nises the needs of individual consumers, but it goes further in that it aims to 
improve the well-being of the wider society in which the firm operates. This 
means that the organisation takes on responsibility for good citizenship, rather 
than expecting consumers to understand or take account of the wider implica¬ 
tions of their consumption behaviour. The problem is that firms need to balance 
three factors: customer needs, company profits (or other objectives) and the needs 
of society as a whole. Since competing companies may not be so concerned about 
society at large, it is not clear how societal marketing will contribute to creating 
competitive advantage; it is very clear how customer orientation helps firms to 
compete, however. 


Relationship marketing 

During the 1990s, marketing thinking moved towards the relationship marketing 
concept. Traditional marketing has tended to concentrate on the single transaction 
with a short-term focus. Relationship marketing focuses on the 'lifetime' value of 
the customer. For example, a motor manufacturer might have one model aimed at 
young drivers, another aimed at families with children, and another aimed at 
middle-aged motorists. Each segment might be treated as a separate and unique 
entity. Under a relationship marketing paradigm, the organisation recognises that 
the young motorist will pass through each lifestyle stage in turn, and is then a cus¬ 
tomer for a different model each time. Relationship marketing aims to determine 
who will be (or could be) the most loyal customer throughout his or her life: mar¬ 
keters are responsible for establishing and maintaining these relationships. 

In practice, relationship marketing has met with its greatest success in the busi- 
ness-to-business world. Companies which sell to other companies have generally 
been most proactive in establishing long-term co-operative relationships: for 
example, aircraft engine manufacturers such as Rolls-Royce and Pratt and 
Whitney need to establish close relationships with aircraft manufacturers such as 
Airbus Industrie and Boeing, since the designs of airframes and engines need to 
be co-ordinated. The ability to adapt the designs to meet the needs of the other 
company has obvious advantages in terms of cost savings and (eventually) 
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greater profits, but it also has an advantage from the supplier's viewpoint in that 
close co-operation makes it harder for competitors to enter the market. 
Customers that have committed to a shared design process are unlikely to want 
to start the process all over again with another supplier. Creating this kind of loy¬ 
alty has a significant effect on future revenues. 3 

The key elements in relationship marketing are the creation of customer loy¬ 
alty, 4 the establishment of a mutually rewarding connection, and a willingness to 
adapt behaviour in order to maintain the relationship. 5 


MARKETING AND OTHER BUSINESS DISCIPLINES 


As the marketing concept has evolved from production orientation through to 
customer orientation, the role marketing occupies relative to other business func¬ 
tions has also evolved. Under a production-orientated regime marketing usually 
occupies a departmental role; the marketing role is contained within a marketing 
department which carries out the communications functions of the firm. 

Figure 1.2 shows the evolution of marketing's role within the organisation. 


MARKETING ON A DAY-TO-DAY BASIS 


Marketers deal with the marketing mix, which was described by McCarthy 7 as 

the four Ps of marketing. These are: 

• Product. The product should fit the task the target consumers want it for, it 
should work, and it should be what the consumers expected to get. 

• Place. The product should be available from wherever the firm's target group 
of customers find it easiest to shop. This may be a high street shop, it may be 
mail order through a catalogue or from a magazine coupon, or it may even be 
doorstep delivery. 

• Promotion. Advertising, public relations, sales promotion, personal selling and 
all the other communications tools should put across the organisation's mes¬ 
sage in a way that fits what the particular group of consumers and customers 
would like to hear, whether it be informative or appealing to the emotions. 

• Price. The product should always be seen as representing good value for 
money. This does not necessarily mean that it should be the cheapest available; 
one of the main tenets of the marketing concept is that customers are usually 
prepared to pay a little more for something that really works well for them. 


Chapter 1 • What do marketers do? 


FIGURE 1.2 
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Marketing jobs 


The 4-P model has been useful when applied to the manufacture and marketing 
of physical products, but with the increase in services provision the model does 
not provide a full enough picture. In 1981 Booms and Bitner 8 proposed a 7-P 
framework to include the following additional factors: 

• People. Virtually all services are reliant on people to perform them, very often 
dealing directly with the consumer: for example, the demeanour of waiters in 
restaurants forms a crucial part of the total experience for the consumers. In a 
sense, the waiter is part of the product the consumer is buying. 

• Process. Since services are usually carried out with the consumer present, the 
process by which the service is delivered is, again, part of what the consumer is 
paying for. For example, there is a great deal of difference between a silver- 
service meal in an upmarket restaurant, and a hamburger bought from a 
fast-food outlet. A consumer seeking a fast process will prefer the fast-food 
place, whereas a consumer seeking an evening out might prefer the slower 
process of the restaurant. 

• Physical evidence. Almost all services contain some physical elements: for 
example, a restaurant meal is a physical thing, even if the bulk of the bill goes 
towards providing the intangible elements of the service (the decor, the atmos¬ 
phere, the waiters, even the dishwashers). Likewise a hairdressing salon 
provides a completed hairdo, and even an insurance company provides glossy 
documentation for the policies it issues. 

Each of the above elements of the marketing mix will be dealt with in greater 
detail throughout the book, but it is important to recognise that the elements need 
to be combined as a mix. Like a recipe, one ingredient of the mix will not substi¬ 
tute for another, and each ingredient must be added in the right quantities at the 
right time if the mix is to prove successful in achieving consumer satisfaction. 
Each organisation will tend to have its own approach to the mix, and therefore no 
two firms will follow exactly the same marketing approach. This is one of the fea¬ 
tures that distinguishes marketing from the other business disciplines such as 
accountancy or company law. 

To illustrate how the marketing concept is implemented in practice, the next 
section looks at some of the jobs marketers have. 


MARKETING JOBS 


In a sense, everybody in the organisation is responsible to some extent for ensur¬ 
ing that the consumers' needs are met. Clearly, though, some individuals will 
have greater responsibility than others for this; some of the job titles which mar¬ 
keters hold are shown in Table 1.1. 
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TABLE 1.1 


Marketing job titles and descriptions 


Job title 

Job description 

Brand manager 

Responsible for all the decisions concerning a particular brand. This concept was 
originally introduced at Mars; manager: compete with each other as well as 

with other firms for market share in the chocolate bar market, even though they 
are all working for the same firm. This tends to result in greater efforts and 
greater corporate share all round. 

Product manager 

Responsible for all the decisions around a group of similar products within a firm. 

For example, a biscuit manufacturer might have one roduct manager in charge of 
chocolate-covered snack biscuits, and another in charge of savoury biscuits for 
cheese. 

Sales manager 

Responsible for controlling, training and motivating the salesforce and the sales 
back-up team. Sales managers often also have a role in credit control, since they 
are in the best position to know the individual customers and can give an opinion 
on the customers' creditworthiness or (as a last resort] on the least damaging way 
to get the customer to pay up. 

Salesperson 

Finds out what each customer needs, and tries to arrange for it to be delivered. 
Salespeople do this by selecting from the range of products which the company 
has on offer, and explaining those products in terms of how they will meet the 
client's needs. 

Advertising manager 

Controls media purchases, deals with advertising agencies, generally handles the 
flow of information to the company's customers and consumers. 

Public relations 
manager 

Monitors the company's public image and applies corrective measures if the 
company is acquiring a bad reputation. Organises events and activities that will put 
the company in a good light, and tries to ensure that the company behaves 
responsibly towards its wider publics. 

Market research 
manager 

Collects evidence about what it is that consumers really need, and what they would 
really like to buy. Sometimes this also includes monitoring competitors' activity so 
that the company can take action early to counteract it. 


In market-orientated companies it is the customer who has the major say in 
what happens, and it is the marketing team that works within the company to 
ensure that everything is geared to the customer's (and consumer's) needs. Not 
all companies are market-orientated in the sense of putting customer satisfaction 
at the core of everything the business does; even some marketing managers see 






Definitions of some marketing terms 


marketing as being purely a departmental responsibility rather than an organisa¬ 
tional one. 9 In fact everyone within the firm has some responsibility for ensuring 
customer satisfaction; those who have contact directly with the firm's customers 
have a particular role to play (for example secretaries, delivery drivers, reception¬ 
ists, telephonists and credit controllers). 

The marketing orientation is adopted because it works better than any other 
orientation; customers are more likely to spend money on goods and services that 
meet their needs than on those that do not. In other words, looking after cus¬ 
tomers is good for business, and organisations which adopt a customer 
orientation are more likely to meet their objectives than those which do not. 


DEFINITIONS OF SOME MARKETING TERMS 


Customers are the people or firms who buy products; consumers actually use the 
product, or consume it. Frequently customers are also consumers, so the terms 
might be used interchangeably, but often the person who buys a product is not 
the one who ultimately consumes it. 

A need is a perceived lack of something. This implies that the individual not 
only does not have a particular item, but also is aware of not having it. This defini¬ 
tion has nothing to do with necessity; human beings are complex, and have needs 
which go far beyond mere survival. In wealthy Western countries, for example, 
most people eat for pleasure rather than from a fear that they might die without 
eating - the need for enjoyment comes long before there is a necessity for food. 

A want, on the other hand, is a specific satisfier for a need. An individual 
might need food (hunger being awareness of the lack of food) and want a curry. 

Wants become demands when the potential customer also has the means to pay 
for the product. Some marketers have made their fortunes from finding ways for 
people to pay for the products, rather than from merely producing the product. The 
demand for a given product is therefore a function of need, want, and ability to pay. 

A product is a bundle of benefits. This is a consumer-orientated view, because 
consumers will buy a product only if they feel it will be of benefit. Diners in a 
restaurant are not merely buying a full stomach; they are buying a pleasant 
evening out. Customers in a bar are not buying fizzy water with alcohol and 
flavourings in it; they are buying a social life. Here a distinction should be made 
between physical goods and services. For marketers both of these are products, 
since they may well offer the same benefits to the consumer. An afternoon at a 
football match, or a case of beer, might serve the same morale-raising function for 
some men. Services and physical goods are difficult to distinguish between, 
because most services have a physical good attached to them, and most physical 
goods have a service element attached to them. The usual definition of services 
says that they are mainly intangible, that production usually happens at the same 
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time as consumption, that they are highly perishable, and that services cannot be 
owned (in the sense that there is no second-hand market for them). 

Publics are any organisations or individuals that have actual or potential influ¬ 
ence on the marketing organisation. This is an important definition for public 
relations practitioners, because they have the task of monitoring and adjusting 
the firm's activities relative to all the firm's publics, which can include govern¬ 
ment departments, competitors, outside pressure groups, employees, the local 
community, and so forth. 

Markets are all the actual and potential buyers of the firm's products. Few 
firms can capture 100% of the market for their products; marketers more com¬ 
monly aim for whichever portions of the market the firm can best serve. The 
remainder of the customers would go to the competition, or just be people who 
never hear of the product and therefore do not buy it. Even giant firms such as 
Coca-Cola have less than half of the market for their product category. For this 
reason marketers usually break down the overall market into segments (groups of 
customers with similar needs and characteristics) or even niches (very specific 
need and product categories). 

Price is the amount of money a product is sold for. Value is what the product is 
worth to the customer or consumer. The value is always higher than the price, or 
no business would result, but individual customers will make a judgement as to 
whether the product is good value or poor value. If the product is poor value, the 
customer will try to find alternatives; if the product is good value, the customer 
will remain loyal. The decision about value for money is, of course, subjective: 
what one customer considers a great bargain, another customer might see as a 
waste of good money. 


MEETING MARKETING RESISTANCE 


Most organisations still tend to see marketing as one function of the business, 
rather than seeing it as the whole purpose of the business. Marketing depart¬ 
ments are frequently seen as vehicles for selling the company's products by 
whatever means present themselves, and marketers are often seen as wizards 
who can manipulate consumers into buying things they do not really want or 
need. This means that many marketers find that they meet resistance from within 
the firm when they try to introduce marketing thinking. 

This is at least in part due to the fact that the practice of marketing is difficult. 
Adopting a marketing stance means trying to think like somebody else, and 
anticipate somebody else's needs. It means trying to find out what people really 
need, and develop products that they will actually want. It means bending all the 
company's activities towards the customer. Inevitably there will be people within 
the firm who would rather not have to deal with these issues, and would have a 
quieter life if it were not for customers. 

Table 1.2 shows some typical arguments encountered within firms, together 
with responses the marketer could use. 


Meeting marketing resistance 


TABLE 1.2 


Reasons not to adopt a marketing philosophy 


Source 

Argument 

Response 

Production people 

This is what we make efficiently. 

It's a good, well-made product, and 
it's up to you to find people to sell 
it to. 

You might like the product, but the 
customers may have other ideas. What we 
need to do is not just 'keep the punters 
happy' but delight our customers and 
ensure their loyalty in future. 

Accountants and 
financial directors 

The only sensible way to price is 
allocate all the costs, then add on 
our profit margin. That way we 
know for sure we can't lose money! 
Also, how about cutting out the 
middle man by selling direct to the 
retailers? 

If you use cost-plus pricing, you will almost 
certainly either price the product lower 
than the consumers are prepared to pay, in 
which case you are giving away some of 
your profit, or you'll price it too high and 
nobody will buy the product. And that way 
you’ll really lose some money! And cutting 
out the wholesalers means we'd have to 
deliver odd little amounts to every corner 
shop in the country, which would make our 
transport costs shoot up. Not to mention 
that the retailers won't take us seriously - 
we need the wholesalers' contacts! 

Legal department 

We have no legal obligation to do 
more than return people's money if 
things go wrong. Why go to the 
expense of sending somebody round 
to apologise? 

With no customers, we have no business. 

We have all our eggs in one basket; we 
can't afford to upset any of them. 

Board of Directors 

Business is not so good, so 
everybody's budgets are being cut, 
including the marketing department. 
Sorry, you'll just have to manage 
with less. 

If you cut the marketing budget, you cut the 
amount of business coming in. Our 
competition will seize the advantage, and 
we'll lose our customer base and market 
share - and we won't have the money 
coming in to get it back again, either. 

Front-line staff 

I'm paid to drive a truck, not chat 
up the customers. They're getting 
the stuff they've paid for, what 
more do they want? 

Giving the customer good service means 
they're pleased to see you next time you 
call. It pays dividends directly to you 
because your job is pleasanter, but also it 
helps business and keeps you in a job. 

Salesforce 

You're paying me commission to 
get the sale, so getting the sale is 
all I'm interested in. 

You can get sales once by deceit, but what 
happens when you go back? How much 
more could you sell if your customers know 
you're a good guy to do business with? And 
apart from all that, if you're doing your best 
for the customers, you can sleep at nights. 
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QUOTATIONS ABOUT MARKETING 


For companies to be successful, the management must put the customer first. 
Here are some quotations that illustrate this. 

Probably the most important management fundamental that is being ignored 
today is staying close to the customer to satisfy his needs and anticipate his 
wants. In too many companies the customer has become a bloody nuisance 
whose unpredictable behaviour damages carefully-made strategic plans, 
whose activities mess up computer operations, and who stubbornly insists 
that purchased products should work. 

(Lew Young, Editor-in-Chief of Business Week) 

Marketing is so basic that it cannot be considered a separate function. .. .It is 
the whole business seen from the point of view of its final residt, that is, from 
the customer's point of view. 

(Peter F. Drucker, management guru 10 ) 

There is only one boss - the customer. And he can fire everybody in the company 
from the chairman on down, simply by spending his money somewhere else. 
(Sam Walton, American founder of WalMart Stores, the largest retail chain in 
the world) 

And finally, Tom Watson of IBM was once at a meeting where customer com¬ 
plaints were being discussed. The complaints were categorised as engineering 
complaints, delivery complaints, servicing complaints, etc., perhaps ten cate¬ 
gories in all. Finally Watson went to the front of the room, swept all the paper 
into one heap, and said 'There aren't any categories of problem here. There's just 
one problem. Some of us aren't paying enough attention to our customers.' And 
with that he swept out, leaving the executives wondering whether they would 
still have jobs in the morning. IBM salespeople are told to act at all times as if they 
were on the customer's payroll - which of course they are. 


CASE STUDY 1:TESC0 

In 1919, a young Londoner called Jack Cohen used his First World War Army gratuity 
to start a business selling groceries from a market stall in the East End of London. 
His fledgling business went well enough for him to start his own tea company, in 
partnership with a man by the name of T.E. Stockwell. Stockwell's initials, plus the 
first part of Cohen's name, provided Tesco with its brand name. 

In 1929, Cohen opened his first grocery shop in Burnt Oak, Edgeware. His motto 
was always 'Pile it high, sell it cheap' and during the depression-hit 1930s this 
proved to be a winning formula. During the 1930s Cohen opened many more stores, 


Case study 1: Tesco 


but it wasn't until after the Second World War that supermarket methods came to 
Britain. Tesco's first self-service store was opened in 1948, and their first true super¬ 
market was opened in 1956, in a converted cinema in Maldon. Because staff costs are 
much tower in supermarkets, and because Cohen was able to buy in bulk, prices 
should have been much lower at Tesco stores than in other stores, but until 1964 man¬ 
ufacturers were allowed by law to fix the retail prices of their goods. In other words, all 
retailers had to sell at the same price, so price competition was impossible. Tesco 
attacked this problem in two ways - firstly, the company gave out trading stamps which 
loyal customers could collect and redeem against gifts of household goods, and sec¬ 
ondly Jack Cohen was active in lobbying Parliament for a change in the law. In 1964 the 
Resale Price Maintenance law was repealed and Cohen was able to pursue a vigorous 
price-cutting approach to business (although trading stamps continued until 1977). 

During the 1960s the UK experienced a rapid rise in prosperity. More people 
owned cars, more people owned freezers (and so were able to bulk-buy their food) 
and credit cards were just beginning to be used. In 1967 Tesco introduced the concept 
of the edge-of-town superstore when the company opened a 90 000-square-foot 
store at Westbury in Wiltshire. This store was intended to be used by car drivers - 
ample parking, large trolleys for bulk-buying, and a much greater range of goods in 
the store meant that car owners could shop much more easily. The edge-of-town 
location meant lower costs for the store, which could be passed on to customers. 
This policy proved hugely successful, so through the 1970s Tesco gradually closed 
down its town-centre stores (with their high overheads) and concentrated on out-of- 
town superstores. In 1974 the company began selling petrol at discounted prices, 
again encouraging motorists to come to the store. By 1991 Tesco was Britain's 
biggest independent petrol retailer. 

In the 1990s Tesco returned to the city centre by opening Tesco Metro stores, 
smaller supermarkets with a smaller range of goods, and smaller pack sizes, 
designed to meet the needs of the local community and inner-city dwellers. In 1997 
the first Tesco's Extra superstore was opened, offering a range of non-food goods, 
household appliances, and clothing, as welt as the traditional groceries available in 
all Tesco's stores. 

In 1995 Tesco was the first retailer to offer a loyalty card. Customers present the 
card at the checkout, and the Tesco central computer records their purchases. 
Every three months the customer receives a mailing containing vouchers which are 
redeemable at Tesco stores for groceries or other products; customers also receive 
special discount vouchers for specific products. Other retailers followed suit, offer¬ 
ing their own loyalty cards, but by then Tesco had already seized a substabtial 
market share. A spin-off from the loyalty scheme was that Tesco now had very 
detailed information about each customer's purchasing behaviour - how often they 
shop, where they live, what products they buy. This has proved invaluable for future 
planning, and for fine-tuning the service to meet customer need more effectively. 

Tesco's customer focus has moved ahead of Jack Cohen's 'pile it high and sell it 
cheap' price-competition focus. Being cheap is no longer enough - because every 
other supermarket chain operates on the same basis. Tesco found that most people 
object to queuing in supermarkets - so they introduced the 'one in front' system. If 
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the queue is such that there is more than one person in front of the customer, the 
store opens more tilts until either all the tills are open, or the queue has subsided. 
The system is monitored centrally - every 15 minutes the tills freeze and can only be 
released by the cashier entering the number of people in the queue. The figure is fed 
through to Tesco's main computer, and if there are more than two people in the 
queues for more than 5% of the times the number is entered, the store manager is 
asked for an explanation. 

Tesco has three own-brand ranges: the 'Value' range, which consists of cheap 
basic products, the 'Tesco' range, which aims to compete head-on with mainstream 
brands, and the 'Tesco's Finest' range of upmarket, luxurious products. Each brand 
meets the needs of a different group of Tesco customers. These now represent about 
half of all Tesco sales. The company also offers a range of organic products, and is 
now Britain's biggest retailer of organic products. In 2000, the company launched 
Tesco.com, its on-line retailing system, which is the biggest on-line grocery outlet in 
the world. The on-line system owes its success to the fact that it is based in the 
stores themselves, not in a central warehouse, so that staff have local knowledge 
and the delivery routes are shorter. 

Tesco's customer orientation has certainly paid off. It is now the UK's leading 
supermarket chain with 17% of the market. It operates in 10 countries overseas, 
and is market leader in 6 of those: 45% of the company's retail space is outside the 
UK. The company now offers personal finance products (insurance, credit cards, 
loans) at the checkout, and has many other innovations on the way - customer 
champions, innovative buying policies, and so forth. 

All of which is a very far cry from a market stall in the East End. 

Questions 

1 Having low costs coupled with high prices must have made Tesco very profitable 
in the 1950s and early 1960s. Why would Jack Cohen have lobbied for the 
abolition of Resale Price Maintenance? 

2 Presumably Tesco's various customer-focused innovations cost money. Why not 
simply cut prices even further? 

3 Why have three separate own-brand labels? 

4 What is the difference between the trading-stamps system and the loyalty-card 
system? What advantages do loyalty cards have for customers and for Tesco's? 

5 Why stock a range of organic products as well as ordinary products? 


Chapter questions 


SUMMARY 


This chapter has been about the terms and concepts of marketing. Here are some 

key points from this chapter: 

• Marketing is about understanding what the consumer needs and wants, and 
seeing that the company provides it. 

• A need is a perceived lack; a want is a specific satisfier. 

• Customers buy things; consumers use them. 

• Price is what something costs; value is what it is worth. 

• A product is a bundle of benefits; it is only worth what it will do for the 
consumer. 

• Consumer (or customer) orientation is used because it is the most profitable in 
the long run. 


CHAPTER QUESTIONS 


1 In a situation where supply exceeds demand, which orientation would you 
expect most firms to have? 

2 Why might a consumer feel that paying £150 for a pair of designer jeans 
represents good value for money? 

3 What needs are met by buying fashionable clothes? 

4 What needs might a mother meet by buying a child sweets? 

5 Why should marketers always refer back to the consumer when making 
decisions? 
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•* 'A MULTI-CHOICE QUESTIONS 


Use these questions to check your understanding of the chapter. For each 
question, there is only one right answer: (A), (B) or (C). 

1 A strategy that aims to produce a perfect product that will suit everybody is 
called: 

(A) Production orientation. 

(B) Marketing orientation. 

(C) Product orientation. 

2 A strategy that aims to produce the maximum amount of goods at the lowest 
possible selling price is called: 

(A) Selling orientation. 

(B) Societal marketing. 

(C) Production orientation. 

3 Someone who has responsibility for marketing decisions concerning a group 
of products is: 

(A) A sales manager. 

(B) A product manager. 

(C) A brand manager. 

4 Which of the following is true? 

(A) Price is always lower than value. 

(B) Cost is always lower than price. 

(C) Value is what consumers are prepared to pay. 

5 The marketing concept should be central to business strategy because: 

(A) Companies have a moral responsibility to care for their customers. 

(B) Customers will only spend money with firms that look after their 
needs. 

(C) Marketing enables firms to persuade their customers to buy things 
they do not really need. 

6 Which of the following statements is true, from a marketer's perspective? 

(A) A need is something that is necessary for life. 

(B) A want is something that is 'just for fun'. 

(C) A want is something that derives from a need. 

7 Demand is created when: 

(A) A significant group of people want to buy something. 

(B) People who can afford something want to buy it. 

(C) Marketers persuade people to want something. 


Glossary 


8 The four Ps of marketing are: 

(A) Product, price, place and promotion. 

(B) Product, price, persuasion and place. 

(C) Product, price, promotion and profit. 

9 Physical evidence refers to: 

(A) Those features of a product that can be seen. 

(B) Those features of a service that are tangible. 

(C) Those features of a product that can be proved to exist. 

10 Process refers to: 

(A) The way a product is made. 

(B) The way a service is delivered. 

(C) The way a product is disposed of. 



FURTHER READING 


The Marketing Book edited by Michael Baker (London, Heinemann / Chartered 
Institute of Marketing, 1991) contains a very good chapter by Michael Baker him¬ 
self on the history of the marketing concept. 

Marketing: Concepts and Strategies, 4th edn by S. Dibb, L. Simkin, W. Pride, and 
O.C. Ferrell, (London, Houghton Mifflin, 2000) contains a realistic and interesting 
Appendix on careers in marketing. 

Principles of Marketing, 3rd edn by Frances Brassington and Stephen Pettitt 
(Harlow, Financial Times Prentice Hall, 2002) has a good overview of marketing's 
relationship with other business disciplines in Chapter One. 



GLOSSARY 


Brand manager The person with responsibility for decisions concerning a 
specific brand. 

Demand A want which can be paid for. 

Marketing The management process which identifies, anticipates and supplies 
customer requirements efficiently and profitably. 
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Glossary 


Marketing mix The seven areas of activity with which marketers are most 
concerned; price, product, place, promotion, people, process and physical evidence. 

Marketing orientation The approach that puts the customer at the centre of 
everything the firm does. 

Markets Groups of customers or consumers with similar needs and wants. 

Need A perceived lack of something, e.g. food when hungry. 

P ro d u ct A bundle of benefits. 

Product manager The person with responsibility for a particular product type. 

Product orientation The paradigm that suggests that the 'perfect' product will 
suit all consumers. 

Production orientation The paradigm that suggests that efficiency in the 
production process is the main way for a firm to succeed. 

Publics Those groups and individuals which have a direct or indirect impact on 
an organisation's activities. 

Sales manager The manager responsible for controlling, recruiting, training and 
motivating the salesforce. 

Sales orientation The view that customers will not ordinarily buy enough of a 
product without an aggressive selling and advertising campaign. 

Salesperson The person responsible for finding solutions for customers' needs 
on an individual basis, within the constraints of what the firm has to offer. 

Societal marketing The paradigm that suggests that the firm's activities must 
be carried out in a sustainable way if customers needs are to be met in the 
longer term. 

Want A specific satisfier for a need, e.g. a steak. 
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I Objectives 

After reading this chapter you should be able to: 

recognise the main environmental factors affecting marketing decisions; 

formulate ways of coping with the marketing environment; 

recognise ways to exploit opportunities in the environment; 

understand the principles of marketing strategy; 

explain the strategic issues behind the formulation of marketing plans. 



The external environment 


INTRODUCTION 


No business operates in a vacuum; any organisation is surrounded by laws and 
liabilities, pressure groups and public bodies, customers and competitors. These 
are part of the marketing environment that the organisation works within, and 
since marketing is at the interface between the organisation and the outside 
world, dealing with this environment is a major part of the marketer's work. 

This means that the marketing policy of a firm (or any organisation) should be 
viewed as operating within a complex and rapidly changing environment. These 
external factors must be monitored and responded to if the organisation is to 
meet its goals. 


THE MARKETING ENVIRONMENT 


The marketing environment represents a complex array of threats and opportuni¬ 
ties for the organisation, and can sometimes seem difficult to categorise. Generally 
speaking, the marketing environment can be divided into two areas: the external 
environment and the internal environment. The external environment is con¬ 
cerned with everything that happens outside the organisation, and the internal 
environment is concerned with those marketing factors that happen within the 
organisation. Often organisations concentrate far more attention on the external 
environment than on the internal environment, but both are of great importance. 

There are two basic approaches to dealing with environmental forces: reactive 
and proactive. The reactive manager regards environmental factors as being 
uncontrollable, and will therefore tend to adjust marketing plans to fit environ¬ 
mental changes. Proactive managers look for ways to change the organisation's 
environment in the belief that many, even most, environmental factors can be 
controlled, or at least influenced in some way. 1 


THE EXTERNAL ENVIRONMENT 


The external environment consists of two further divisions: factors close to the 
organisation (called the micro-environment), and those factors common to soci¬ 
ety as a whole (the macro-environment). Micro-environmental factors might 
include such things as the customer base, the location of the company's ware¬ 
houses, or the existence of a local pressure group that is unsympathetic to the 
business. Some micro-environmental factors (for example, availability of skilled 
employees) overlap into the internal environment. The macro-environment might 
include such factors as government legislation, foreign competition, exchange 
rate fluctuations or even climatic changes. 
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The external environment is often not susceptible to direct control; the best that 
marketers can do is to influence some elements of it, and to react in the most 
appropriate ways to avoid the threats and exploit the opportunities it presents. 


Situational analysis 

Managers need to know where they are now if they are to be able to decide where 
they are going. This analysis will involve examining the internal state of health of the 
organisation, and the external environment within which the organisation operates. 

At the simplest level, managers can use SWOT analysis to take stock of the 
firm's internal position: SWOT stands for Strengths, Weaknesses, Opportunities 
and Threats. Strengths and weaknesses are factors which are specific to the firm; 
opportunities and threats arise from the external environment. These factors can 
be broken down further, as shown in Table 2.1. 

The list in Table 2.1 is not, of course, comprehensive. Equally, a threat might be 
turned into an opportunity: a competitor's new technological breakthrough 
might lead us to consider a takeover bid, for example, or new legislation might 
provide a loophole which we can exploit while our competitors have to abide by 
the new rules. 


TABLE 2.1 


SWOT analysis 



Internal factors 


External factors 


Positive factors 


Strengths 

What are we best at? 

What intellectual property do we own? 

What specific skills does the workforce have? 
What financial resources do we have? 

What connections and alliances do we have? 
What is our bargaining power with both 
suppliers and intermediaries? 


Opportunities 

What changes in the external 
environment can we exploit? 
What weaknesses in our 
competitors can we attack? 
What new technology might 
become available to us? 

What new markets might be 
opening up to us? 


Negative factors 


Weaknesses 

What are we worst at doing? 

Is our intellectual property outdated? 
What training does our workforce lack? 
What is our financial position? 

What connections and alliances should 
we have, but don't? 


Threats 

What might our competitors be 
able to do to hurt us? 

What new legislation might 
damage our interests? 

What social changes might 
threaten us? 

How will the economic [boom- 
and-bust] cycle affect us? 
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STEP (Socio-cultural, Technological, Economic, and Political) analysis is a 
useful way of looking at the external environment (it is also sometimes written as 
PEST). Table 2.2 shows some of the main changes that are occurring under each of 
those headings. 

STEP and SWOT analyses are simply different ways of looking at the environ¬ 
ment and at the firm's place in it. The external marketing environment is itself 
subdivided into micro- and macro-environments, as shown in Figure 2.1. 


TABLE 2.2 


Current environmental changes 


Heading 

Example 

Implications 

Socio-cultural 

Changing role of women 2 

As technology replaces muscle power as the 
dominant form of earning money, women are 
becoming less dependent on men as financial 
providers. Within many industrialised 
countries, most married women work outside 
the home; the mother who stays at home is 
now in the minority. This affects the way 
women are portrayed in advertising, but also 
affects spending patterns: sharing household 
tasks, for example, means an increase in the 
use of convenience foods since neither partner 
has as much time for cooking. 


Post-industrial society 3 

As automation of manufacturing increases, 
more people work in service industries. 

Traditional class divisions are disappearing, 
with new ones rising to take their place; the 
growth of lifestyle analysis affects the way 
marketers portray their target consumers. 

Greater tendencies towards individualism will 
affect purchases of package holidays, sports 
goods and entertainment. 4 


Demography 

Shifts in the birth rate cause distortions in the 
market: for example, a combination of falling 
birth rates and increased longevity is causing 
the population profile of Europe to become 
heavily skewed towards older people. 5 This 
opens up opportunities for sales of items 
specifically designed for the elderly. 

Technological 

Information technology 

The Internet has opened up opportunities for 
advertising and direct marketing, particularly 
in cases where businesses sell their goods to 
other businesses. Also, the greater knowledge 
about consumers' buying patterns which is 
held on computer allows more accurate 
targeting of individuals (see Chapter 12]. 
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TABLE 2.2 


Current environmental changes ( continued] 



Space technology 

Apart from the revolution in communications 
(both telephone and television] that satellites 
have brought, there are increasing possibilities 
for new manufacturing techniques to be used 
in space. Also, the technology used for 
rocketry has resulted in spin-offs for 
terrestrial production of goods. 

Economics 

Boom-and-bust cycle 

At approximately eight-year intervals most 
national economies go into recession. This 
means that the production of goods and 
services shrinks, jobs are lost, and businesses 
become bankrupt. Purchase of major capital 
items such as new kitchens, houses, cars and 
washing machines slows down, and 
consumers become less willing to buy on 
credit as job security reduces. 


Micro-economics 

Micro-economics is concerned with exchanges 
and competition. Competitive activities are 
very much the domain of the marketer. 

Politics 

Influence of political parties 

Governments usually have policies concerning 
trade and industry: in part this is to ensure a 
growing economy and increased prosperity, in 
part it is to increase the number of jobs. 
Changes of government will often cause shifts 
in emphasis which might lead to disruption for 
individual firms. 


Legislation 

Laws arise in two ways: government 
legislation (laws created by politicians) and 
case law, which is the law as interpreted by 
judges. Politicians can be influenced by 
petitions and by reasoned argument; this is 
called lobbying. Case law can be appealed by 
the parties to it, but is harder to influence. 
International law can sometimes have 



powerful influences on businesses, depending 
on where the firm is located. For example, 
European (EU] law must be passed through 
the national governments of the member 
states; changes during the 1990s mean that 

EU law supersedes national law and can 
therefore virtually be imposed on the member 
states. This makes it difficult to influence or 
control. 
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FIGURE 2.1 
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Micro- and macro-environmental forces 

The micro-environment 

The micro-environment is made up of those factors that impact closely on the 
organisation, and typically consists of the following elements: 

• competitors; 

• customers; 

• suppliers; 

• intermediaries; 

• some publics. 
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Competitors 

Frequently firms fail to recognise who their competitors are. It is not at all unusual 
for firms to define competition too narrowly, simply because they define their 
business too narrowly. For instance, if a bus company defines itself solely as 
being in the bus business, the management might reasonably define the competi¬ 
tors as being other bus companies. If, on the other hand, the company defines 
itself as being in the transportation business, the management will recognise the 
competition from railways, taxis and even bicycles. 

A high street retailer might focus on competition from other high street retail¬ 
ers, and not recognise a dot.com company as being competition for the 
consumer's limited expenditure. Marketing managers need to decide which com¬ 
petitors offer the closest substitutes in terms of meeting the consumers' needs. 
Grouping consumers with similar needs and characteristics is called segmenta¬ 
tion (see Chapter 4). Since each segment has different needs, the threat from 
competition will come from different sources in each case. 

At the extreme, all businesses compete with all others for consumers' money; 
consumers have only a fixed amount to spend, and therefore a consumer who 
chooses to buy a more expensive house may at the same time be choosing not to 
have expensive holidays for the next two years. For most marketers this type of 
competition is not important, since there are usually far more immediate com¬ 
petitors to deal with. This would become an issue only if the company were in a 
monopolistic (or at least a dominant) position and could afford to encourage the 
overall market to increase. 

Competitors can therefore be either firms supplying similar products or firms 
competing for the consumer's hard-earned money, but either way marketers 
need to provide a product that meets consumers' needs better than the products 
offered by the competition. 

Table 2.3 shows the different types of competitive structure. In practice, most 
marketers are faced with monopolistic competition, where each company is 
trying to establish a big enough market share to control the market, but has no 
real prospect of becoming the sole supplier for the product category. The largest 
firm in such a market may find it more worthwhile to seek to increase the total 
market for the product category than to try for a bigger share of the existing 
market. This approach has the added advantage that it will not attract the atten¬ 
tion of the government monopoly regulators. 

Michael Porter's Five Forces model offers a useful approach to competitor 
analysis. 6 The five forces are as follows: 

1 The bargaining power of suppliers: the greater this is, the stronger the competitive 
pressures. 

2 The bargaining power of customers: again, the stronger this is, the more competi¬ 
tive the environment. 
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TABLE 2.3 


Competitive structures 


Type of competitive 
structure 

Explanation Examples 




A large number of suppliers, no one Unregulated agricultural markets. The 


of which is powerful enough to international money markets, 

influence the supply level overall. 

Homogeneous products. Easy entry 
to the market. Everybody in the 
market (both suppliers and 
consumers) has full knowledge of 
what everybody else is doing. 

There are few examples, and 
although economists sometimes 
use the perfect competition model 
for purposes of discussion, 
marketers will be very unlikely to 
be operating within this environment. 


Monopolistic 

competition 


A situation where one major supplier 
has obtained a large share of the 
market by the use of a differentiated 
marketing approach, but other 
competitors can still enter and try to 
carve out their own share of the 
market. 


Coca-Cola and PepsiCo have a major share 
of the soft drinks industry, but other firms 
are not prevented from entering the 
market. 


Oligopoly 


A few companies control the market Commercial aircraft manufacture. The 

almost entirely. Typically this happens detergent industry. Oil extraction and 

when costs of entry to the market refining. 

are high; very often the size of the 

market is not great enough to 

repay the capital cost of entry for 

a new firm. Oligopolies are often 

investigated by government 

monopoly regulators, who exist to 

ensure that large firms do not 

abuse their power. 


Monopolies exist when a single Electricity supply grids. Some countries' 

firm has a product with no close national rail networks. 

substitutes. In practice, this 

situation is almost as rare as 

perfect competition; the few 

examples still permitted are the 

so-called 'natural monopolies' 

which would clearly not be efficient 

if effort were duplicated. 
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3 The threat of new entrants. 

4 The threat of substitute products and services. This threat is often not seen until it 
is too late. 

5 The rivalry among current competitors. 

The main strength of Porter's model is that it broadens the concept of competi¬ 
tion and enables marketers to look at the wider picture. Correct identification of 
competitors is essential; in simple terms, a firm's competitors are any firm that 
seeks to meet a similar need. This definition may be hard to apply in practice. 

Customers 

Customers may change their needs, or may even disappear altogether. Some years 
ago, the American company Johnson & Johnson became aware that much larger 
quantities of its baby shampoo and talcum powder were being sold than could 
possibly be accounted for by the number of babies in the country. Research dis¬ 
covered that many adults were using the products on themselves, so Johnson's 
was able to run a major campaign with the theme 'Are you still a Johnson's 
baby?' A new category of customer had become apparent, and the company was 
able to respond to this and capitalise on the changed environment. Clearly cus¬ 
tomers' needs are of paramount importance to marketers, and it is essential that 
new segments can be identified easily and accurately; however, it is also impor¬ 
tant to recognise that some segments may be disappearing, and to know when to 
switch the marketing effort to more lucrative segments. 

Suppliers 

Suppliers also form part of the micro-environment since they impact closely on 
the company. At first sight, suppliers would appear to be outside the scope of the 
marketing department, but in fact the firm relies heavily on the goodwill of its 
suppliers, and a good public relations exercise will always try to involve suppli¬ 
ers. A supplier can easily cause an adverse effect within a firm by supplying 
shoddy goods, or failing to meet delivery dates, and this will inevitably impact 
on the firm's customers. This is of greater importance for some firms than for 
others (retailers will be more concerned about suppliers than will government 
offices, for example) but most organisations need to monitor their suppliers and 
ensure that they are providing appropriate goods. 

Current thinking in purchasing and supply is that the relationship between 
suppliers and their customers should be a close one, with frequent visits to each 
other's premises and a high level of information exchange. This is encompassed 
within the logistics approach to supply, in which the firm is seen as a link in a 
system for providing the right goods and services in the right place at the right 
time; the system as a whole takes raw materials and moves and transforms them 
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into goods that consumers need. This philosophy relies on the supplier and pur¬ 
chaser integrating their activities and developing a mutual understanding of each 
other's problems. 

Intermediaries 

Intermediaries are the retailers, wholesalers, agents and others who distribute the 
firm's goods. Relationships with these intermediaries need to be good if the firm 
is to succeed in getting its goods to the final consumer successfully (this is part of 
the logistics approach). Intermediaries may also include marketing services 
providers such as research agencies, advertising agencies, distribution companies 
providing transport and warehousing, and exhibition organisers - in fact, any 
individuals or organisations that stand between the company and the consumer 
and help in getting the goods out. These relationships are, of course, of great 
importance to marketers, but intermediaries have their own businesses to run 
and are working to their own agendas. As with suppliers, it pays dividends to 
establish good relationships with intermediaries, mainly by sharing information 
and by maintaining good communication links (see Chapter 8). 

Publics 

Finally, some of the firm's publics form part of the micro-environment. 'Publics' 
is a generic term encompassing all the groups that have actual or potential impact 
on the company. The range of publics can include financial publics, local publics, 
governmental publics, media publics, citizen action publics and many others. The 
marketing activity concerned with these publics is called (not surprisingly) public 
relations; there is more on this in Chapter 9. 

Financial publics might include the banks and shareholders who control the 
firm's finances, and who can pressure the firm to behave in particular ways. 
These pressures can be strong, and can even threaten the firm's existence; firms 
are often compelled by their financial publics to do things they would otherwise 
prefer not to. It is to address this problem that glossy company reports are pro¬ 
duced for shareholders, and positive information about the company is issued to 
banks and others. 

Local publics consist mainly of the firm's neighbours. These local organisations 
and individuals may well pressure the company to take local actions, for example 
clean up pollution or sponsor local charities. Obtaining the goodwill of the local 
public will, of course, make it much easier for the company to live harmoniously 
with its neighbours and will reduce short-term local difficulties. For example. 
Body Shop expects its franchisees to participate in projects that will help the local 
community, whether by supervising a play area or by raising funds for a local 
charity. Employees participate in these projects on company time; the activities 
improve the image of the company and generate positive feelings about the store 
among local residents. There is a spin-off for the firm's staff, who feel that they 
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are working for a caring company; Body Shop employees tend to be very positive 
about their employer. 

Each of the elements in the micro-environment is small enough that the organi¬ 
sation at the centre should have influence over most of them, and be able to react 
effectively to the remainder. 


The macro-environment 

The macro-environment includes the major forces that act not only on the firm 
itself, but also on its competitors and on elements in the micro-environment. The 
macro-environment tends to be harder to influence than does the micro-environment, 
but this does not mean that firms must simply remain passive; the inability to 
control does not imply an inability to influence. Often the macro-environment 
can be influenced by good public relations activities (see Chapter 9). 

The main elements of the macro-environment are: 

• demographic factors; 

• economic factors; 

• political factors; 

• legal factors; 

• socio-cultural factors; 

• ecological and geographical factors; 

• technological factors. 


Demographic factors 

Demographics is the study of population factors such as the proportion of the 
population who are of a given race, gender, location or occupation, and also of 
such general factors as population density, size of population and location. 
Demographic changes can have major effects on companies: the declining birth 
rate in most Western countries has an obvious effect on sales of baby products, 
but will eventually have an effect on the provision of state pensions as the retired 
have to be supported by an ever-shrinking number of people of working age. 5 
Likewise, changes in the ethnic composition of cities, or in the population concen¬ 
tration (with few people living in the city centres of large cities) cause changes in 
the demand for local services and retailers, and (more subtly) changes in the type 
of goods and services demanded. There is more on this in Chapter 3. 
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Economic factors 

Economic factors encompass such areas as the boom/bust cycle, and the growth in 
unemployment in some parts of the country as a result of the closing of tradi¬ 
tional industries. Macro-economic factors deal with the management of demand 
in the economy; the main mechanisms governments use for this are interest rate 
controls, taxation policy and government expenditure. If the government 
increases expenditure (or reduces taxation), there will be more money in the 
economy and demand will rise; if taxation is increased (or expenditure cut), there 
will be less money for consumers to spend, so demand will shrink. Rises in inter¬ 
est rates tend to reduce demand, as home loans become more expensive and 
credit card charges rise. 

Micro-economic factors are to do with the way people spend their incomes. As 
incomes have risen over the past 40 years or so, the average standard of living has 
risen, and spending patterns have altered drastically. The proportion of income 
spent on food and housing has fallen, 8 whereas the proportion spent on entertain¬ 
ment and clothing has risen. Information on the economy is widely publicised, 
and marketers make use of this information to predict what is likely to happen to 
their customers and to demand for their products. 

Political factors 

Political factors often impact on business: recent examples are the worldwide 
movement towards privatisation of former government-owned utilities and busi¬ 
nesses, and the shift away from protection of workers' rights. Firms need to be 
able to respond to the prevailing political climate, and adjust the marketing 
policy accordingly. For example, British Telecom, Deutsche Telekom and Telstra 
of Australia have all had to make major readjustments to their marketing 
approaches since being privatised, and in particular since seeing an upswing in 
competitive levels. Almost all the firms' activities have been affected, from cut¬ 
ting the lead time between ordering and obtaining a new telephone, through to 
price competition in response to competitors' cut-price long-distance and interna¬ 
tional calls. British Telecom was the UK's fifth biggest spender on advertising 
during 2003. 9 

Legal factors 

Legal factors follow on from political factors, in that governments often pass laws 
which affect business. For example. Table 2.4 shows some of the legislation on 
marketing issues currently in force in various countries. 
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TABLE 2.4 


Examples of legislation affecting marketing 


Country 

Legislation 

France 

Alcohol advertising on TV is illegal, as is advertising of retail stores. 

UK 

The voluntary ban on spirits advertising on TV has now been lifted, but in common 
with the rest of the EU tobacco advertising on TV is banned. 

Belgium 

Recent rulings allow the British Office of Fair Trading to prosecute Belgian 
companies which send misleading mail shots to British companies or consumers. 

Germany 

Advertising for war toys and games of chance are forbidden. 10 

Japan 

The price of rice is state-controlled; such price restrictions are common in many 
countries. 


Sometimes judges decide cases in a way that re-interprets legislation, however, 
and this in itself can affect the business position. A further complication within 
Europe arises as a result of EU legislation, which takes precedence over national 
law, and which can seriously affect the way firms do business in Europe. 

Case law and EU law are not dependent on the politics of the national govern¬ 
ments, and are therefore less easy to predict. Clearly businesses must stay within 
the law, but it is increasingly difficult to be sure what the law says, and to know 
what changes in the law might be imminent. 

Socio-cuLturaL factors 

Socio-culturnl factors are those areas that involve the shared beliefs and attitudes of 
the population. People learn to behave in particular ways as a result of feedback 
from the rest of society; behaviour and attitudes that are regarded as inappropri¬ 
ate or rude are quickly modified, and also people develop expectations about 
how other people should behave. In the marketing context, people come to 
believe (for example) that shop assistants should be polite and helpful, that fast- 
food restaurants should be brightly lit and clean, that shops should have 
advertised items in stock. These beliefs are not laws of nature, but merely a con¬ 
sensus view of what should happen. There have certainly been many times (and 
many countries) where these standards have not applied. 

These prevailing beliefs and attitudes change over a period of time owing 
to changes in the world environment, changes in ethnic mix and changes in 
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technology. These changes usually happen over fairly long periods of time. Since 
1970 in most Western countries there has been a development towards a more 
diverse, individualistic society; a large increase in the number of couples living 
together without being married; and a marked increase in the acceptance (and fre¬ 
quency) of single-parent families. 11 

Cultural changes over the same period include a major change in eating habits 
due to an increase in tourism and world travel, and greater globalisation of food 
markets. 12 

A very few cultural changes come about as the result of marketing activities: a 
recent example in the UK is the gradual replacement of Guy Fawkes night (at least 
as a family occasion) with Hallowe'en, an American import which has children 
dressing up in costumes and going from house to house 'trick or treat-ing.' Part of 
the thrust for this change has come about because Guy Fawkes celebrations involve 
letting off fireworks, which is a dangerous activity for amateurs, but much of the 
change has been driven by a desire by marketers to sell costumes, and by the influx 
of US-made films and TV programmes which show Hallowe'en celebrations. 

Ecological and geographical factors 

Ecological and geographical factors have come to the forefront of thinking in the past 
fifteen years or so. The increasing scarcity of raw materials, the problems of dis¬ 
posing of waste materials, and the difficulty of finding appropriate locations for 
industrial complexes (particularly those with a major environmental impact) are 
all factors that are seriously affecting the business decision-making framework 
(see Chapter 12). In a marketing context, firms are having to take account of 
public views on these issues and are often subjected to pressure from organised 
groups as well as individuals. Often the most effective way to deal with these 
issues is to begin by consulting the pressure groups concerned, so that disagree¬ 
ments can be resolved before the company has committed too many resources 
(see Chapter 9); firms adopting the societal marketing concept (see Chapter 1) 
would do this as a matter of course. 

Technological factors 

Technological advances in recent years have been rapid, and have affected almost 
all areas of life. Whole new industries have appeared: for example, satellite TV 
stations, cable networks, the Internet, CD recordings and virtual reality, and com¬ 
puter-aided design systems. All of these industries were unknown even twenty 
years ago. It seems likely that technological change will continue to increase, and 
that more new industries will appear in future. The corollary, of course, is that 
some old industries will disappear, or at the very least will face competition from 
entirely unexpected directions. Identifying these trends in advance is extremely 
difficult, but not impossible. Chapter 12 contains more on Internet marketing, 
and the impact of information technology. 
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The macro-environment also contains the remainder of the organisation's publics. 

• Governmental publics are the local, national and international agencies that 
restrict the company's activities by passing legislation, setting interest rates, 
and fixing exchange rates. Governmental publics can be influenced by lobby¬ 
ing and by trade associations. 

• Media publics: Press, television, and radio services carry news, features and 
advertising that can aid the firm's marketing, or conversely can damage a firm's 
reputation. Public relations departments go to great lengths to ensure that posi¬ 
tive images of the firm are conveyed to (and by) the media publics. For example, 
a company might issue a press release to publicise its sponsorship of a major 
sporting event. This could generate positive responses from the public, and a 
positive image of the company when the sporting event is broadcast. 

• Citizen action publics are the pressure groups such as Greenpeace or consumers' 
rights groups who lobby manufacturers and others in order to improve life for 
the public at large. Some pressure groups are informally organised; recent 
years have seen an upsurge in local pressure groups and protesters. 


THE INTERNAL ENVIRONMENT 


Internal publics are the employees of the company. Although employees are part 
of the internal environment rather than the external environment, activities 
directed at the external environment will often impinge on employee attitudes; 
likewise employee attitudes frequently impinge on the external publics. 
Sometimes employees convey a negative image of the organisation they work for, 
and this is bound to have an effect on the perceptions of the wider public. 

The organisation's internal environment is a microcosm of the external envi¬ 
ronment. All organisations have employees; they will develop a corporate culture 
with its own language, customs, traditions and hierarchy. Sub-groups and indi¬ 
viduals within the firm will have political agendas; pressure groups form; and the 
organisation has its own laws and regulations. 

From the viewpoint of a marketer, the internal environment is as important as 
the external one, since the organisational culture, rules, hierarchy and traditions 
will inevitably be a major component of the organisation's public face. The mem¬ 
bers of the organisation can give a positive or negative image of the firm after 
they leave work for the day and interact with their families and friends, and even 
while in work they will usually come into contact with some of the firm's external 
publics. Since the members of those external publics will regard such communi¬ 
cations as being authoritative, the effect is likely to be stronger than anything the 
marketing department can produce in terms of paid communications. In other 
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words, if the company's staff speak badly about the company to outsiders, the 
outsiders are far more likely to believe those comments than to believe the com¬ 
pany's promotional campaigns. 

The days are long gone when the loyalty of staff could be commanded, and 
giving orders was all that was necessary to ensure obedience. Employees expect to 
have a degree of autonomy in their daily tasks, and do not feel any particular obli¬ 
gation towards an employer simply by reason of being employed. The employees 
of the organisation therefore constitute a market in their own right; the firm needs 
their loyalty and commitment, in exchange for which the staff are offered pay and 
security. Internal marketing is the process of ensuring (as far as possible) that 
employees know and understand the firm's strategic policies, and should feel that 
putting these policies into practice will be in their own best interests. 

There is more on this topic (together with some techniques for dealing with the 
internal environments) in Chapter 9. 


CASE STUDY 2: THE AUSTRALIAN TELECOMMUNICATIONS MARKET 

In 1901, the newly created Commonwealth of Australia established the Postmaster- 
General’s Department to handle alt post and telephone within this vast country. At 
that time, telephone systems were regarded as a natural monopoly, and in many 
countries the systems were government-owned and operated. In 1991, though, the 
telephone system was hived off as a separate company, trading as Telstra, but stilt 
wholly owned by the Australian government. 

In common with most other industrialised countries, Australian government 
thinking underwent some radical changes during the early 1990s. Most governments 
around this time were looking for ways of liberalising their nationalised industries - 
in many cases governments also saw the opportunity to generate some income by 
selling off nationalised industries to private investors. Greater competition and the 
action of market forces were seen as the way forward, and even the former so-called 
’natural monopolies' such as railways, telephone systems and electricity generation 
were seen as targets for the new philosophy. 

In 1992, the Australian public were suddenly confronted with a new alternative 
to the nationalised telephone system. Optus, a new telecom company, entered the 
market. At first, Optus met with opposition from some quarters: it was only 50% 
Australian-owned, a fact which the fiercely patriotic Australian public found hard to 
swallow. The company ran a series of aggressive TV adverts in which executives 
from the company emphasised that the employees were Australian, much of the 
funding was Australian, and the profits were being re-invested in Australia. The 
company also offered some extremely good deals for subscribers, many of which 
were especially relevant to Australians (for example, cheap off-peak international 
calls - most Australians have relatives in the United States or in Europe, and 7.3 
million Australians were either born outside Australia, or their parents were). 
Arch-rival Telstra (the former nationalised network) responded with similar deals, 
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and for a while the satellites and telephone lines of the world were filled with 
Australian accents. 

In 1997, Australian telecommunications was opened up to full competition from 
any source. At this point, the government sold off 33.3% of Telstra to the public, fol¬ 
lowed by a further 16.6% in 1999. The government still holds 50.1% of the company, 
and is currently still required by law to do so - although clearly a change in the law 
would not be difficult to arrange. Meanwhile, in 2001 Optus was taken over by 
SingTel, the Singapore-based telecommunications company. 

1997 saw a flurry of legislation aimed at controlling telecommunications. Some 
of these are as follows: 

Telecommunications (Universal Service Levy) Act 1997 covers taxation of 
telecommunications services. 

Telecommunications (Carrier Licence Charges) Act 1997 covers the licensing of 
operators. 

Telecommunications (Numbering Charges) Act 1997 covers the transfer of 
numbers from one provider to another. 

Telecommunications (Carrier Licence Fees) Termination Act 1997 changes the 
ways in which licence fees are charged. 

The end result of this increase in competition is that huge amounts of money 
have been invested in the Australian telephone infrastructure. Optus alone has 
invested more than A$7 billion in new cable links, undersea cables, satellite and 
mobile telephone links: the result of this is that it now has one-third of the 
Australian market for mobile telephones, and around two-fifths of the landline 
business. The other result is that far more Australians are connected by telephone, 
both landline and mobile phone: around 70% have mobile phones (no small feat in 
a country where some people live a hundred miles from their nearest neighbour), 
and Australia has 80 long-distance providers, 600 Internet service providers, and 
four mobile telephone operators. 

The next major challenge facing Australian telecom companies is the introduc¬ 
tion of broadband. Broadband is a cable-based system which allows much faster 
transfer of data, allowing each household to receive its television, radio, telephone 
and Internet connections through one cable. Currently, Australia ranks far behind 
most industrialised countries in its adoption of broadband - mainly because 
(according to some commentators) Telstra still retains a stranglehold on 
Australian telecoms, and will continue to do so as long as the government owns 
50.1% of it and makes the rules for the competing companies. Naturally, the gov¬ 
ernment denies this and points to the massive investments by Telstra's 
competitors, and continuing pressure on Telstra's revenues. Frustration over 
broadband (or the lack of it) has prompted the State government of New South 
Wales to set up its own system, using fibre optic systems originally installed for the 
State railway network. On a smaller scale, the city of Mildura (with a population of 
only 50 000) has brought in a local cable operator to supply broadband. 


Summary 


Of course, no one can tell what the future holds. The government is expected 
to sell off more of its shares in Telstra (particularly in the event of needing a cash 
injection), and then the shareholders will undoubtedly take control. Further com¬ 
petition may enter from overseas. New technology may make broadband 
obsolete. New legislation may be forced through to open up the broadband provi¬ 
sion. Whatever happens, it looks like turbulent times ahead for Australian 
telecom providers. 

Questions 

1 What is the effect of technological change on Australian telecommunications? 

2 Why might the Australian government be forced to change the legislation? 

3 What might be the effect on Optus of a sell-off of Telstra? 

4 Why might Telstra benefit from delaying the introduction of broadband? 

5 How might Telstra and Optus protect themselves from foreign competition? 


SUMMARY 


The environment within which the marketing department is operating consists of 
both internal and external factors. Internal factors are what happens within the 
organisation; external factors are those operating outside the firm, and consist of 
the micro-environment and the macro-environment. Macro-environmental fac¬ 
tors are largely uncontrollable by individual firms; in fact, it is difficult for 
marketers to have any influence on them. 

While it may be possible for the largest firms to influence the macro-environ¬ 
ment by lobbying Parliament, or even by affecting the national culture directly, 
small and medium-sized firms cannot alone hope to make sufficient impact on 
the external environment to make any major changes. Therefore these marketers 
need to learn to work with, or around, the macro-environmental factors they find, 
rather than seek to make changes; the only alternative might be to join a powerful 
trade association. 

Since the marketing environment has profound effects on the organisation, 
marketing strategy begins with two main activities: analysis of the environment 
(perhaps by STEP analysis) to see what threats and opportunities exist, and 
analysis of the firm's position within that environment and within itself (perhaps 
by SWOT analysis). 
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Here are the key points from this chapter: 

• Businesses and other organisations do not operate in a vacuum. 

• The micro-environment is easier to influence than the macro-environment, but 
both are impossible to control. 

• The business should be defined from the customer's viewpoint; this will help 
identify a broader range of competitors. 

• Customers should be grouped into segments so that scarce resources can be 
targeted to the most profitable areas (see Chapter 4). 

• Close relationships with suppliers and intermediaries will be helpful in influ¬ 
encing the environment. 

• Public relations is about creating favourable impressions with all the com¬ 
pany's publics. 

• Case law and EU law can both affect businesses, and are harder to predict since 
they are independent of national government. 

• The socio-cultural environment changes, but slowly. 

• Technology changes rapidly and will continue to do so; this both creates and 
destroys industries. 

• Internal publics need special attention, since they are the 'front line' of the 
company's relationships with its environment. 



CHAPTER QUESTIONS 


1 Why is the external environment impossible to control? 

2 What can SWOT analysis tell a firm about its environment? 

3 Given that businesses are made up of people, how is it that the same people 
are included as part of the firm's internal environment? 

4 What are the most important factors making up the micro-environment? 

5 What are the main problems faced when dealing with the macro-environment? 


Multi-choice questions 


MULTI-CHOICE QUESTIONS 

1 Factors that are common to society as a whole are called: 

(A) The micro-environment. 

(B) The external environment. 

(C) The macro-environment. 

2 STEP stands for: 

(A) Strengths, Technical ability. Energy and Power. 

(B) Style, Trying, Effort and Presentation. 

(C) Socio-cultural, Technological, Economic and Political. 

3 Which of the following is not part of the micro-environment? 

(A) Government economic policy. 

(B) Competitors' activity. 

(C) Customers' preferences. 

4 Firms that distribute the firm's goods are called: 

(A) Customers. 

(B) Suppliers. 

(C) Intermediaries. 

5 The study of population factors is called: 

(A) Economics. 

(B) Demographics. 

(C) Sociology. 

6 Employees of the firm are considered to be: 

(A) Part of the macro-environment. 

(B) The internal publics. 

(C) Part of the socio-economic environment. 

7 Grouping customers with similar needs is called: 

(A) Segmentation. 

(B) Targeting. 

(C) Marketing. 

8 A manager who regards environmental factors as uncontrollable is: 

(A) Proactive. 

(B) Reactive. 

(C) Realistic. 
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9 Monopolistic competition arises when: 

(A) One company has the whole of a market. 

(B) Two or three companies control the market. 

(C) One company has a large market share. 

10 A situation where only a few companies have almost total control of the 
market is called: 

(A) Perfect competition. 

(B) Oligopoly. 

(C) Monopoly. 



GLOSSARY 


Demographics The study of population structure. 

External environment Those cultural, social, economic, legal and competitive 
factors that are outside the organisation. 

Internal environment Those cultural, social and economic factors that are con¬ 
tained within the organisation itself. 

Internal publics Those groups within the firm to whom the firm needs to com¬ 
municate its objectives and policies. 

Logistics The process of strategically managing the movement and storage of 
materials, parts and finished goods from suppliers, through the firm, and on to 
consumers. 

Macro-environment Those environmental factors that are common to all firms 
and that can be influenced, but not controlled. 

Micro-environment Environmental factors that are close to the firm and to an 
extent controllable by the firm. 

Monopolistic competition A condition where one supplier has a significant 
market share obtained by differentiating its product from those of its competitors. 

Monopoly A condition where one firm produces a product that has no close sub¬ 
stitutes. 

Oligopoly A condition where the market is controlled by a small group of suppliers. 

Perfect competition A condition where the market contains a large number of 
suppliers, no one of which can significantly influence price or supply. 


References 


Proactive management A management approach that seeks to anticipate 
problems and act before they arise. 

Publics Any group that has actual or potential impact on the organisation's 
activities. 

Reactive management An approach that involves responding to outside and 
inside influences as they arise. 

Segmentation The process of categorising consumers into groups with similar 
needs (see Chapter 4). 
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I Objectives 

After reading this chapter you should be able to: 

explain how consumers make purchasing decisions; 

describe the differences between the ways in which professional buyers work 
and the ways consumers make decisions; 

explain how consumers develop a perceptual map of the product alternatives; 
develop ways of dealing with customer complaints. 


Consumer behaviour 



INTRODUCTION 


This chapter is about how buyers think and behave when making purchasing 
decisions. Buyers fall into two categories: consumers, who are buying for their 
own and for their family's consumption, and industrial buyers, who are buying for 
business use. In each case, the marketer is concerned with both the practical 
needs of the buyer or the buyer's organisation, and the emotional or personal 
needs of the individual. 


CONSUMER BEHAVIOUR 


The consumer decision-making process follows the stages shown in Figure 3.1. 

Problem recognition 

Problem recognition arises when the consumer realises that there is a need for some 
item. This can come about through assortment depletion (where the consumer's 
stock of goods has been used up or worn out) or assortment extension (which is 
where the consumer feels the need to add some new item to the assortment of 
possessions). At this point the consumer has only decided to seek a solution to a 
problem, perhaps by buying a category of product. The needs felt can be cate¬ 
gorised as either utilitarian (concerned with the functional attributes of the 
product) or hedonic (concerned with the pleasurable or aesthetic aspects of the 
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product). 1 The current view is that there is a balance between the two types of 
need in most decisions. 2 

An internal stimulus, or drive, comes about because there is a gap between the 
actual and desired states. For example, becoming hungry leads to a drive to find 
food: the hungrier the individual becomes, the greater the drive becomes, but 
once the hunger has been satisfied the individual can move on to satisfying other 
needs. For marketers, the actual state of the individual is usually not susceptible 
to influence, so much marketing activity is directed at influencing the desired 
state (e.g. 'Don't you deserve a better car?'). Thus drives are generated by encour¬ 
aging a revision of the desired state. The higher the drive level (i.e. the greater the 
gap between actual and desired states), the more open the individual is to consid¬ 
ering new ways of satisfying the need: in simple terms, a starving man will try 
almost any kind of food. 

It is, of course, stimulating and enjoyable to allow gaps to develop between the 
desired and actual states: working up a thirst before going for a drink makes the 
experience more pleasurable, for example. Each individual has an optimal stimu¬ 
lation level (OSL), which is the point at which the drive is enjoyable and 
challenging, without being uncomfortable. OSL is subjective: research shows that 
those with high OSLs like novelty and risk-taking, whereas those with low OSLs 
prefer the tried and tested. Those with high OSLs also tend to be younger. 3 

Drives lead on to motivation, which is the reason why people take action. The 
level of motivation will depend on the desirability of the end goal, and the ease of 
achieving the end goal; motivations are subjective, so it is difficult to infer moti¬ 
vation from behaviour. Few actions take place as a result of a single motivation, 
and sometimes a motivation may not even be apparent to the individual experi¬ 
encing it: in other words, some motivations operate below the conscious level. 


Information search 

Flaving become motivated to seek a solution to the need problem, consumers 
engage in two forms of information search. 

• The internal searcl involves remembering previous experiences of the prod¬ 
uct category, and thinking about what he / she has heard about the product 
category. 

• The external searcl involves shopping around, reading manufacturers' litera¬ 
ture and advertisements, and perhaps talking to friends about the proposed 
purchase. 

For most purchases, the internal search is probably sufficient. For example, a con¬ 
sumer who needs to buy biscuits will easily remember what his or her favourite 
brand tastes like, and will also remember where they are on the supermarket 
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shelf. When buying a new hi-fi set, on the other hand, a fairly extensive informa¬ 
tion search might be carried out, reading manufacturers' brochures and looking 
around the hi-fi shops. The purpose of this exercise is to reduce risk; buying the 
wrong brand of biscuits involves very little risk, since the financial commitment 
is low, but buying the wrong hi-fi could prove to be an expensive mistake. For 
this reason many retailers offer a no-quibble return policy, since this helps to 
reduce the level of risk and make purchase more likely. 


Evaluation of alternatives 

Having found out about several competing brands, the consumer will evaluate the 
alternatives, based on the information collected or remembered. In the first 
instance, the consumer will select a consideration set, which is the group of 
products that would most closely meet the need. Typically a consumer will use 
cut-offs to establish a consideration set: these are the minimum and maximum 
acceptable values for the product characteristics. For example, a consumer will 
typically have a clear idea of the acceptable price range for the product. (This 
price range might have a minimum as well as a maximum; the individual may 
not want something that is perceived as being cheap and nasty.) Signals are 
important when making choices; a particular price-tag, a brand name, even the 
retailer will have some effect on the consumer's perception of the product. Price 
is frequently used as an indicator of quality, for example, but this can be reduced 
in the presence of other signals. 

Occasionally the use of cut-offs eliminates all the possibilities from the consid¬ 
eration set, in which case the consumer will have to revise the rules. This can 
result in the creation of a hierarchy of rules. 4 For marketers, the challenge is often 
to ensure that the product becomes a 'member' of the consideration set. 

The decision-making process appears lengthy and complex as stated here, yet 
most of us make several purchasing decisions in a day without going through a 
lengthy decision-making process. This is because most of us use leuristics, or deci¬ 
sion-making rules, for most purchases. These are simple 'if . . . then' rules that 
reduce risk by using previous experience as a guide. For example, an international 
traveller in a strange city might have a heuristic of eating only in restaurants that 
are full of locals, on the grounds that the inhabitants of the city would know which 
are the best restaurants. Heuristics divide into three categories: 

• search heuristics, which are concerned with rules for finding out information; 

• evaluation heuristics, which are about judging product offerings; and 

• choice heuristics, which are about evaluation of alternatives. 

The decision-making process may contain a number of iterrupts - points at 
which the search is temporarily suspended. Interrupts come in four categories: 
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• environmental stimu , which include in-store promotions (perhaps eye-catch¬ 
ing posters for other products); 

• affective states, which include physiological needs (the sudden need to go to 
the toilet, or to have a coffee); 

• unexpected information, for example a change of layout in the shop or some 
change in the product attributes; and 

• conflicts, which occur when the consumer realises that the original decision¬ 
making plan cannot be followed, or an alternative plan appears that is not 
consistent with the original plan. 

For example, an approach-approach conflict occurs when a second product is 
presented that would probably do the job just as well. This means that the con¬ 
sumer has to make a comparison, and the search pattern is temporarily 
suspended. An approach-avoidance conflict might arise when the consumer 
finds out the product is much more expensive than expected; an 
avoidance-avoidance conflict might arise when the two alternatives are equally 
distasteful (an example might be the reluctance to spend money on new shoes 
while at the same time not wanting to be embarrassed by wearing old ones). 

The effect of the interrupt will depend on the consumer's interpretation of the 
event. Sometimes the interrupt activates a new end goal (for example, a long shop¬ 
ping trip might be transformed into a search for somewhere to sit down and have 
a coffee), or perhaps a new choice heuristic might be activated (for example, meet¬ 
ing a friend who recommends a brand). Sometimes the interrupt is serious enough 
for the search to be abandoned altogether; here the strength of the interrupt is 
important. Clearly a sudden desire for a cup of tea will not permanently interrupt 
a search process, but the news that one has lost one's job very well might. 

In most cases, consumers will resume the interrupted problem-solving process 
once the stimulus has been absorbed and accepted or rejected. 


Purchase 

The actual purchase comes next; the consumer will locate the required brand, and 
perhaps choose a retailer he or she has faith in, and will also select an appropriate 
payment method. 


Post-purchase evaluation 

Post-purchase evaluation refers to the way the consumer decides whether the 
product purchase has been a success or not. This process usually involves a com¬ 
parison between what the consumer was expecting to get, and what was actually 
purchased, although sometimes new information obtained after the purchase will 
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also colour the consumer's thinking. 1 2 3 4 5 Before the purchase, the consumer will 
have formed expectations of the product's capabilities in terms of 

• equitable performance (what can be reasonably expected given the cost and 
effort of obtaining the product); 

• ideal performance (what the consumer hopes the product will do); and 

• expected performance (which is what the product probably will do). 

Sometimes this evaluation leads to post-purchase dissonance, when the product 
has not lived up to expectations, and sometimes to post-purchase consonance 
when the product is as expected or better. In either event, the consumer will feed 
back this information into memory, to inform the internal search for next time. 

One of the more interesting aspects of dissonance is that there is evidence to 
show that a small discrepancy between expectation and outcome may provoke a 
bigger change in attitude than a large discrepancy. This is because a small dis¬ 
crepancy may force the consumer to confront the purchase behaviour without 
offering a ready explanation for it: for example, a general feeling of being 
unhappy with a new car might crystallise around its poor acceleration (a major 
problem), and the consumer might simply shrug and accept this as part of the 
deal. On the other hand, if the only immediately identifiable problem is that the 
car's ashtray is poorly positioned, this may lead the owner to look for other faults 
with the car (and, of course, find them). 

Consumers will usually act to reduce post-purchase dissonance. There are four 
general approaches to doing this: 

1 Ignore the dissonant information and concentrate on the positive aspects of the 
product. 

2 Distort the dissonant information (perhaps by telling oneself that the product 
was, after all, the cheap version). 

3 Play down the importance of the issue. 

4 Change one's behaviour. 

From a marketing viewpoint, it is generally better to ensure that the consumer 
has accurate information about the product beforehand so as to avoid post-pur- 
chase dissonance, but if it occurs then marketers need to reduce it in some way. 
Research has shown that only one-third of consumers will complain or seek 
redress; the remainder will boycott the goods in future, or simply complain to 
others, either of which is a non-optimal outcome from the viewpoint of the mar¬ 
keter. 6 Consumers express dissatisfaction in one of three ways: 

• voice responses, in which the customer comes back and complains; 

• private responses, in which the consumer complains to friends; and 


Chapter 3 • Consumer and buyer behaviour 


• third-party responses, which may include complaints to consumer organisa¬ 
tions, trade associations and TV consumer programmes, or even legal action. 7 

The most effective way of reducing post-purchase dissonance is to provide a 
product that meets the customer's expectations. This is partly a function for the 
manufacturer, but is also a problem for the retailer to address since it should be 
possible to ensure that the consumer's needs are fully understood before a recom¬ 
mendation about a product is made. As a fail-back position, though, every effort 
should be made to encourage the consumer to complain if things do not come up 
to expectations. This is why waiters always ask if the meal is all right, and why 
shops frequently have no-quibble money-back guarantees. Ferry companies and 
airlines provide customer comment slips, and some marketers even make follow¬ 
up telephone calls to consumers to check that the product is meeting 
expectations. 

Research shows that the perceptions of employees about the shared values of 
the firm, and especially their view of how fair the firm is in its dealings, are 
reflected in the way in which they deal with customer complaints. This in turn is 
reflected in the ways customers perceive the complaint-handling process. 8 

If the complaint is about a physical product a simple replacement of the faulty 
product will usually be sufficient, but it is always better to go a step further and 
provide some further recompense if possible. Services fall into the following cate¬ 
gories, for the purpose of correcting complaints: 9 

• Services where it is appropriate to offer a repeat service, or a voucher. 
Examples are dry cleaners, domestic appliance repairers and takeaway food 
outlets. 

• Services where giving the money back will usually be sufficient. Examples are 
retail shops, cinemas and theatres, and video rental companies. 

• Services where consequential losses may have to be compensated for. 
Examples are medical services, solicitors and hairdressers. 

The above categories are not necessarily comprehensive or exclusive; sometimes it 
may be necessary to give back the consumer's money and also make some other 
redress. It is important that dissatisfied customers are allowed to voice their com¬ 
plaint fully, and that the appropriate compensation is negotiated in the light of: 

• the strength of the complaint; 

• the degree of blame attaching to the supplier, from the consumer's viewpoint; 

• the legal and moral relationship between the supplier and the consumer. 

A failure to solve problems raised by post-purchase dissonance will, ulti¬ 
mately, lead to irreparable damage to the firm's reputation. The evidence from 
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research carried out by the Coca-Cola Corporation is that consumers whose com¬ 
plaints are resolved satisfactorily tend to become more loyal than those 
consumers who did not have a complaint in the first place. In the last analysis, it 
is always cheaper to keep an existing customer than it is to attract a new one, and 
therefore it behoves suppliers to give customers every chance to express prob¬ 
lems with the service or product provision. 


Divestment 

Finally, the divestment stage refers to the way the consumer disposes of the prod¬ 
uct after use. This could be as simple as throwing an empty food container into 
the bin, or it could be as complex as the trade-in of a second-hand car. This stage 
is of increasing importance to marketers, both in terms of green marketing (the 
environmental issues raised) and in terms of the possibility of making sales of 
new products (for example on trade-in deals). 

This model of the decision-making process appears somewhat long and 
involved, but in practice most purchasing decisions are habitual, and the process 
is carried out quickly and virtually automatically. Table 3.1 shows a comparison 
of a non-habitual purchase and a habitual purchase, showing how each stage in 
the decision-making model is carried out. 


PERCEPTION 


Human senses constantly feed information into the brain; the amount of stimula¬ 
tion this involves would seriously overload the individual's system if the 
information were not filtered in some way. People therefore quickly learn to 
abstract information from the environment; the noise from a railway line near a 
friend's home might seem obvious to you, but your host is probably unaware of 
it. In effect, the brain is automatically selecting what is relevant and what is not, 
and for this reason the information being used by the brain does not provide a 
complete view of the world. 

The gaps in the world-view thus created are filled in by the individual's imagi¬ 
nation and experience. The cognitive map of the world is affected by the 
following factors: 

• Subjectivity: the existing world-view of the individual. 

• Categorisation: the pigeonholing of information. This usually happens through 
a 'chunking' process, whereby information is grouped into associated items. 
For example, a particular tune might make someone recall a special evening 
out from some years ago. 
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TABLE 3.1 


Habitual v non-habitual purchase behaviour 


Stage in the process 

New stereo player 

Can of tuna 

Problem recognition 

The old stereo doesn't have a facility 
for playing CDs, and in any case it's 
started making a crackling noise. 

We used the last can yesterday, and 
we're going to the supermarket tonight. 

Information search 

Ask a few friends, see what they've 
got. Visit local hi-fi stores and see 
a few models; try listening to some 
stereos in specialist outlets 
(predominantly an external search). 

Remember the brand that we like 
(predominantly an internal search). 

Evaluation of 
alternatives 

Sit down at home with the leaflets 
and perhaps a few notes, maybe 
talk it over with a friend who 
knows about stereos, perhaps 
decide what price range we're in. 

Find the right one on the shelves. 

Perhaps look at the Prince's brand, or 
even the store's own-brand. 

Purchase 

Having made the decision, go 
back to the stereo shop and buy 
the product. Perhaps pay by credit 
card, because there isn't enough 
money in the bank account or 
perhaps because it's easier. 

Put the can in the basket and run it 
through the checkout with everything 
else. Possibly (if we're desperate for 
tuna) buy it from the corner shop. 

Post-purchase 

evaluation 

Play the equipment when we get 
it home, judge the sound quality. 
Decide on aspects such as 
reliability as time goes on. File the 
information away, or pass it on to 
friends as necessary. 

Eat the tuna. Was it up to the usual 
standard? If so, no further action. If not, 
perhaps go back to the shop and 
complain, or perhaps buy a different 
brand in future. 

Divestment 

Sell the equipment second-hand; 
trade it in; give it to a friend. 

Throw the empty can into the bin, or 
take it for recycling. 


• Selectivity: the degree to which the individual's brain has selected from the 
environment. This is also a subjective phenomenon; some people are more 
selective than others. 

• Expectation: the process of interpreting later information in a specific way. For 
example, look at this series of letters and numbers: 






Influences on the buying decision 


Feedback loops 


• In fact, the number 13 appears in both series, but would be interpreted as a B in 
the series of letters because that is what the brain is being led to expect. 

• Past experience: this leads us to interpret information in the light of existing 
knowledge. This is also known as the law of primacy. The sound of sea birds 
might make us think of a day at the beach, but could in fact be part of an 
advertisement's soundtrack. 

In practice, people develop a model of how the world works and make deci¬ 
sions based on the model. Since each individual's model differs slightly from 
every other individual's model, it is sometimes difficult for marketers to know 
how to approach a given person. 

One of the problems for marketers is that the perception the consumers have of 
marketing communications may not be what was intended. For example, fast- 
paced advertisements on television attract people's attention involuntarily, but 
have little effect on people's voluntary attention, so the message is often lost. 
Furthermore, a fast pace focuses attention on the style of the advertisement at the 
expense of its message. 10 


INFLUENCES ON THE BUYING DECISION 


The main influences on the buying decision are of three types: 

• personal factors are features of the consumer that affect the decision process; 

• psychological factors are elements of the consumer's mental processes; and 

• social factors are those influences from friends and family that influence 
decision-making. 

Personal factors are shown in Table 3.2. 

Involvement can be a major factor in consumer decision-making. Consumers 
often form emotional attachments to products, and most people would be famil¬ 
iar with the feeling of having fallen in love with a product - even when the 
product itself is hopelessly impractical. Involvement can also operate at a cogni¬ 
tive level, though; the outcome of the purchase may have important practical 
consequences for the consumer. For example, a rock climber may feel highly 
involved in the purchase of a climbing-rope, since the consequences of an error 
could be fatal. Whether this is a manifestation of a logical thought process regard¬ 
ing the risk to life and limb, or whether it is an emotional process regarding a 
feeling of confidence about the product, would be hard to determine. People also 
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TABLE 3.2 


Personal factors in the buying decision 


Personal factor 

Explanation 

Demographic factors 

Individual characteristics such as age, gender, ethnic origin, income, family life 
cycle and occupation. These are often used as the bases for segmentation (see 

Chapter 4). 

Situational factors 

Changes in the consumer's circumstances. For example, a pay rise might lead the 
consumer to think about buying a new car; conversely, being made redundant 
might cause the consumer to cancel an order for a new kitchen. 

Level of involvement 

Involvement concerns the degree of importance the consumer attaches to the 
product and purchasing decision. For example, one consumer may feel that buying 
the right brand of coffee is absolutely essential to the success of a dinner-party, 
where another consumer might not feel that this matters at all. Involvement is 
about the emotional attachment the consumer has for the product. 


become involved with companies and become champions for them. 11 People are 
often swayed by their relationship with the people who work for the firm: 
research shows that the relationship with the dealer is more important than the 
price when buying a new car. 12 

Psychological factors in the decision-making process are as shown in Table 3.3. 
Consumers' attitudes to products can be complex. They vary according to: 

• valence - whether the attitude is positive, negative or neutral; 

• extremity - the strength of the attitude; 

• resistance - the degree to which the attitude can be changed by outside influences; 

• persistence - the degree to which the attitude erodes over time; and 

• confidence - the level at which the consumer believes the attitude is correct. 

It should be noted that conation is not necessarily consistent with subsequent 
behaviour; a consumer's intentions about future behaviour do not always materi¬ 
alise, if only because of the existence of interrupts. For example, an individual 
with a grievance against a bank may intend to move his/her account to a differ¬ 
ent bank, but find that the difficulties of switching the account would create too 
much paperwork to be worthwhile. 

The traditional view of attitude is that affect towards an object is mediated by 
cognition; Zajonc and Markus 13 challenged this view and asserted that affect can 
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TABLE 3.3 


Psychological factors in the buying decision 


Psychological factor 

Explanation 

Perception 

This is the way people build up a view of the world. Essentially, this process of 
selection or analysis means that each person has an incomplete picture of the 
world; the brain therefore fills in the gaps by a process of synthesis using hearsay, 
previous experience, imagination, etc. Marketers are able to fill some of the gaps 
through the communication process, but will come up against the problem of 
breaking through the selection and analysis process. 

Motives 

The internal force that encourages the consumer towards a particular course of 
action. Motivation is a vector; it has both intensity and direction. 

Ability and knowledge 

A consumer who is, for example, a beginner at playing the violin is unlikely to 
spend thousands of pounds on a Stradivarius. Ability therefore affects some buying 
decisions. Likewise, pre-existing knowledge of a product category or brand will 
also affect the way the consumer approaches the decision. Pre-existing knowledge 
is difficult for a marketer to break down; it is much better to try to add to the 
consumer's knowledge wherever possible. 

Attitude 

Attitude has three components: cognition, which is to do with the conscious 
thought processes; affect, which is about the consumer's emotional attachment to 
the product; and conation, which is about planned courses of behaviour. For 
example, '1 love my Volkswagen (affect] because it's never let me down [cognition]. 

I'll definitely buy another (conation]'. Conations are only intended actions - they do 
not always lead to action, since other factors might interrupt the process. 

Personality 

The traits and behaviours that make each person unique. Personalities change 
very slowly, if at all, and can be regarded as constant for the purposes of 
marketing. Typically marketers aim for specific personality types, such as the 
gregarious, the competitive, the outgoing or the sporty. 


arise without prior cognition. In other words, it is possible to develop a 'gut feel¬ 
ing' about something without conscious evaluation. 

Attitude contains elements of belief (knowledge of attributes) and opinion 
(statements about a product) but is neither. Belief is neutral, in that it does not 
imply attraction or repulsion, whereas attitude has direction; and unlike opinion, 
attitudes do not need to be stated. 

From the marketer's viewpoint, attitudes are important since they often pre¬ 
cede behaviour. Clearly a positive attitude towards a firm and its products is 
more likely to lead to purchase of the firm's products than a negative attitude. 
There is, however, some evidence to show that people often behave first, then 
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form attitudes afterwards, 14 and therefore some car manufacturers find that it is 
worthwhile to give special deals to car rental companies and driving schools so 
that consumers can try the vehicles before forming their attitudes. Trial is consid¬ 
erably more powerful than advertising in forming attitudes. 15 


Social factors 

Social factors influence consumers through: 

• normative compliance - the pressure exerted on the individual to conform and 
comply; 

• value-expressive influence - the need for psychological association with a 
particular group; and 

• informational influence - the need to seek information from a group about the 
product category being considered. 

Of the three, normative compliance is probably the most powerful, and works 
because the individual finds that acting in one way leads to the approval of 
friends or family, whereas acting in a different way leads to the disapproval of 
friends and family. This process favours a particular type of behaviour as a result. 
Good moral behaviour is probably the result of normative compliance. 

Peer-group pressure is an example of normative compliance. The individual's 
peer group (a group of equals) will expect a particular type of behaviour, includ¬ 
ing (probably) some purchase behaviour. For example, most cigarette smokers 
began to smoke as a result of pressure from their friends when they were young 
teenagers. The desire to be a fully accepted member of the group is far stronger 
than any health warnings. 

The main source of these pressures is reference groups. These are the groups 
of friends, colleagues, relatives and others whose opinions the individual values. 
Table 3.4 gives a list of types of reference group. The groups are not mutually 
exclusive; a formal group can also be a secondary group, and so forth. 


Roles 

The roles we play are also important in decision-making. Each of us plays many 
different roles in the course of our lives (in fact, in the course of a day) and will 
buy products to aid us accordingly. 16 Somebody who is to be best man at a wed¬ 
ding will choose a suitable suit, either to buy or to hire, to avoid looking 
ridiculous or otherwise spoiling the day. In terms of longer-lasting roles, the role 
of Father will dictate purchasing behaviour on behalf of children; the role of 
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TABLE 3.4 


Reference group influences 


Reference group 

Explanation 

Primary groups 

The people we see most often. Family, friends, close colleagues. A primary group 
is small enough to allow face-to-face contact on a regular, perhaps daily, basis. 

These groups have the strongest influence. 

Secondary groups 

People we see occasionally, and with whom we have a shared interest: for 
example, the members of a golf club or a trade association. These groups 
sometimes have formal rules that members must adhere to in their business 
dealings or hobbies, and may also have informal traditions (e.g. particular clothing 
or equipment] that influence buying decisions. 

Aspirational groups 

The groups to which we wish we belonged. These groups can be very powerful in 
influencing behaviour because the individual has a strong drive towards joining; 
this is the source of value-expressive influences. These groups can be particularly 
influential in fashion purchases. 

Dissociative groups 

The groups the individual does not want to be associated with. This makes the 
individual behave in ways opposite to those of the group: for example, somebody 
who does not wish to be thought of as a football hooligan might avoid going to 
football matches altogether. 

Formal groups 

Groups with a known, recorded membership list. Often these groups have fixed 
rules: a professional body will lay down a code of conduct, for example. 

Informal groups 

Less structured, and based on friendship. There are no formalities to joining; one 
merely has to fit in with the group's joint ideals. 

Automatic groups 

The groups we belong to by virtue of age, race, culture or education. These are 
groups that we do not join voluntarily, but they do influence our behaviour: for 
example, a woman of 45 will not choose clothes that make her look like 'mutton 
dressed as lamb'. Likewise, expatriates often find that they miss food from home, 
or seek out culture-specific goods of other types. 


Lover may dictate buying flowers, or wearing perfume; the role of Friend might 
mean buying a gift or a round of drinks; the role of Daughter might mean buying 
a Mother's Day present. 

Family roles influence decision-making far beyond the normative compliance 
effects. Frequently different members of the family take over the role of buyer for 
specific product categories; the husband may make the main decisions about the 
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car and its accessories and servicing, while the wife makes the main decisions 
about the decor of the home. Older children may decide on food, choosing the 
healthy or environmentally friendly alternatives. 

In terms of its functions as a reference group, the family differs from other 
groups in the following respects: 

• Face-to-face contact on a daily basis. 

• Shared consumption of such items as food, housing, car, TV sets, other house¬ 
hold durables. 

• Subordination of individual needs to the common welfare. There is never a solu¬ 
tion that will suit everybody. 

• Purchasing agents will be designated to carry out the purchasing of some items. 
As the number of working parents grows, pre-teens and young teens are 
taking an ever-increasing role in family shopping. 

Conflict resolution within the family decision-making unit is usually more 
important than it would be for an individual, since there are more people 
involved. Whereas an individual might have, say, a difficulty in choosing 
between two equally attractive holiday destinations, discussions about family 
holidays are inevitably much more difficult since each family member will have 
his or her own favourite idea on a holiday destination or activity. 

Culture can have a marked effect: African cultures tend to be male-dominated, 
whereas European and North American cultures show a more egalitarian pattern 
of decision-making. 17 This may be because decision-making becomes more egali¬ 
tarian when both partners earn money outside the home. 18 

Decision-making stage also affects the roles of the family in the decision: problem 
recognition may come from any family member, whereas information search and 
product evaluation may be undertaken by different members. For example, the 
father may notice that the teenage son needs new football boots, the son might 
ask around for types, and the mother might decide which type falls within the 
family's budget. 

Four kinds of marital role specialisation have been identified: 

• wife dominant, where the wife has most say in the decision; 

• husband dominant, where the husband plays the major role; 

• syncratic or democratic, where the decision is arrived at jointly; and 

• autonomic, where the decision is made entirely independently of the partner. 19 

Marketers need to know which type of specialisation is most likely to occur in the 
target market, since this will affect the style and content of promotional messages; 


Impulse buying 


recently some advertising in the United Kingdom has tended to portray men as 
being incompetent at household tasks, despite evidence that men are taking a 
more active role in housework. 20 

In most industrialised countries the family is undergoing considerable changes 
because of the rising divorce rate and the increasing propensity for couples to live 
together without marrying. In the above role specialisations, the terms 'husband' 
and 'wife' apply equally to unmarried partners. 

Children have an increasing role in purchasing decisions: 'pester power' often 
results in increased family purchases of particular brands of chocolate, pizza, 
burgers and snack foods. 21 Consequently, marketers often try to reach children 
aged between 5 and 12 through the use of sponsorship of teaching materials, free 
samples and sponsorship of prizes in schools. 22 

Children sometimes have greater influence on the family purchasing decisions 
than do the parents themselves, for the following reasons: 23 

• Often they do the shopping, since both parents are out at work. 

• They watch more TV than do their parents, so they are more knowledgeable 
about products. 

• They tend to be more attuned to consumer issues, and have the time to shop 
around for (for example) environmentally friendly products. 

Purchasing behaviour is also affected by people's identity - in other words 
their view of themselves. The more closely the purchasing behaviour fits with the 
person's identity, the more likely it is to occur; this is particularly important in 
non-profit marketing such as charitable donations or participation in voluntary 
work, where the exchange involves individuals and is often based on social 
exchanges. 24 


IMPULSE BUYING 


Impulse purchases are not based on any plan, and usually happen as the result of 
a sudden confrontation with a stimulus. 

Pure impulse is based on the novelty of the product. Seeing something new 
may prompt the consumer to buy it just to try it. Reminder impulse acts when 
the consumer suddenly realises that something has been left off the shopping-list. 
Suggestion impulse arises when confronted with a product that meets a previ¬ 
ously unfelt need, and planned impulse occurs when the consumer has gone out 
to meet a specific need, but is prepared to be swayed by what is on special offer. 

For example, a consumer may be on a shopping trip to buy a new jacket for a 
weekend party. In the shop he notices a rack of bow ties, and buys one because he 
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has never owned one before (pure impulse). Next he remembers that he has not 
got a suitable summer shirt, so he picks one up from the counter (reminder 
impulse), and near it he sees a rack of cotton trousers which are on offer (sugges¬ 
tion impulse). Finally he sees a safari jacket which, although it is not the style he 
was thinking of, is actually ideal for the job so he buys it (planned impulse). Most 
shoppers are familiar with these situations, and indeed they commonly occur 
when browsing in supermarkets. 

The purchase process itself is an important part of the benefits consumers get 
from consumption; research has shown that satisfaction with the process relates 
to the desire to participate in future purchases. 25 


INDUSTRIAL BUYER BEHAVIOUR 


Industrial buyers differ from consumers in that they are (at least theoretically) 
more formalised in their buying behaviour. The major areas where organisational 
buying differs from consumer buying are as follows: 

• Bigger order values in terms of finance and quantity. 

• Reciprocity; the firms may buy each other's products as part of a negotiated 
deal. 

• Fewer buyers, because there are fewer firms than there are individuals. 

• More people in the decision process. 

• Fewer sales in terms of the number of deals. 

• More complex techniques exist for buying and for negotiating. 

Organisational buyers are buying in order to meet the organisation's needs, 
but it should also be remembered that they have their personal needs. These 
might be a need for prestige, a need for career security, for friendship and social needs, 
and other personal factors such as the satisfaction of driving a hard bargain, or 
the buyer's personality, attitudes and beliefs. 26 The astute marketer, and particu¬ 
larly the astute salesperson, will not ignore these personal needs of the buyers. 

Regarding the organisation's needs, however, the chief considerations of most 
buyers appear to revolve around quality, delivery, service and price. 27 This often 
means that buyers will be working to a set of specifications about the products. 
Buyers will usually be operating to the purchase methods given in Table 3.5. 


Industrial buyer behaviour (. .0 


TABLE 3.5 


Industrial buyers' methods 


Method 

Explanation 

Description 

The organisation lays down exactly what is required, and the buyer is given the 
brief of finding the best supplier. Here the buyer might, for example, be asked to 
find a supplier of steel bolts. He or she will then ask manufacturers to quote 
prices, and will make a judgement based on price and delivery reliability. 

Inspection 

This is commonly carried out for variable goods, such as second-hand plant and 
equipment. Car dealers will usually inspect the cars before buying, for example. 

Sampling 

Commonly used for agricultural products. A buyer might sample, say, wool from an 
Australian sheep-station and fix a price for it on the basis of its quality. Often these 
decisions will be made by reference to a very small sample, perhaps only a few 
strands of wool. 

Negotiation 

Typically used for one-off or greenfield purchase situations. This involves the 
greatest input in terms of both the buyer's skills and the salesperson's time. 


The industrial purchase task might be a new task, in which case the buyer will 
need to adopt extensive problem-solving behaviour. The vendor has the opportu¬ 
nity of establishing a relationship which might last for many years, however. 
New-task situations will often involve the greatest amount of negotiation, since 
there is little (if any) previous experience to draw on. 

Straight re-buy tasks are routine; the buyer is simply placing an order for the 
same products in the same quantities as last time. This requires very little thought 
or negotiation on the part of either buyer or seller. Often these deals are con¬ 
ducted over the telephone rather than spending time and money on a face-to-face 
meeting. 

Modified re-buy involves some change in the purchase order, for example a 
larger order value or a different delivery schedule. Sometimes the re-buy can be 
modified by the salesperson, for example by suggesting that the buyer orders a 
slightly larger value of goods than usual, or by altering the delivery schedule in 
some way. In circumstances where the two firms have an ongoing relationship, 
buyers will often track the performance of their suppliers over a long period of 
time; buying firms that monitor their suppliers effectively can gain real competi¬ 
tive advantage, because they can control their supply of inputs much better. 28 

Often the demand for industrial products will be dictated by factors outside 
the buying organisation's control. For example, derived demand occurs because 
the buyers are using the products either for resale, or to use in making other 
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products. The demand is therefore dictated by the demand for the end product. 
Frequently the demand for a component will be inelastic: for example, the price of 
wheel nuts will not affect the demand for them much, since they form only a tiny 
proportion of the price of a car, and also the car cannot be made without them. 
Joint demand occurs because the demand for one type of product dictates the 
demand for another. For instance, if the demand for guitars rises, so will the 
demand for guitar strings in the following months. 

Fluctuating demand is more common in industrial markets because a small 
reduction in consumer demand for a product will lead to de-stocking, which 
causes a big reduction in production. A rise in consumer demand is likely to lead 
to re-stocking, which causes a bigger than expected rise in demand for compo¬ 
nents. In this way the fluctuations in demand for industrial products are more 
extreme than for consumer products. 


Decision-making units 

Industrial buying decisions are rarely made in isolation. Usually several people 
are involved in the process at different stages. 

Gatekeepers such as secretaries and receptionists control the flow of informa¬ 
tion to the decision-makers. Often they will act as a barrier to salespeople, and see 
their role as being primarily to prevent interruptions to the decision-maker's 
work pattern. 

Influencers are those individuals who 'have the ear' of the decision-makers. 
They could be people within the firm whom the decision-maker trusts, or they 
could be golf partners, spouses, or even children. 

Users are those who will actually use the product. For example, if the organisation 
is contemplating the purchase of a new computer system, the finance department 
and the IT department will clearly want to have some say in the decision. 

Deciders are the ones who make the real decision. These are usually the hard¬ 
est to influence, since they are usually the more senior people in the 
decision-making unit and are surrounded by gatekeepers. They are also some¬ 
times hard to identify. They are not necessarily buyers, but they do hold the real 
power in the buying decision. 

Buyers are the ones given the task of actually going through the process of 
buying. The buyers may be given a very specific brief by the decider, and may 
have very little room to negotiate except on areas such as price and delivery 
schedules. Sometimes they are merely there to handle the mechanical aspects of 
getting tenders from possible suppliers. 

Each of these people has an independent existence outside the organisation; 
each will bring their own personal needs and aspirations to their role. In some 
cases this will be a job-related need (for example, career progression or the need 
to appear professional); in other cases the individual may have personal needs, 
such as a need to exercise power or the hedonic need to drive a hard bargain. The 
need to impress others within the firm can be extremely powerful. 


Case study 3: Buying aircraft carriers J 


From the viewpoint of the industrial marketer, it is essential to get to the 
deciders in some way rather than wait for the buyers to make the first contact by 
issuing a tender. The reason for this is that a tender will usually be very specific, 
and the buyers will then be deciding on the basis of price. The only way to get the 
order in those circumstances is to be the cheapest, and this inevitably results in 
reduced profits. If the seller has managed to approach the decision-maker before¬ 
hand, the seller can persuade the decision-maker to include certain essential 
aspects of the product in the tender, and thus ensure that the tender contains 
specifications that are difficult or impossible for the competition to meet. 

Webster and Wind 29 theorised that four main forces determine organisational 
buyer behaviour: environmental forces (such as the state of the economy), organi¬ 
sational forces (for example the size of the organisation and therefore its buying 
power), group forces (internal politics and the relative power of group members), 
and individual forces (the personality and preferences of the decision-maker). 
These forces combine in complex ways to influence the final decision. 

This means that the role of the salesperson is crucial in industrial markets. 
Salespeople are able to identify potential customers and approach them with a 
solution for their specific problem; even in cases where the buyer is going to 
invite tenders from other firms, the salesperson can often ensure that the tender is 
drawn up in a way that excludes the competition. Firms also seek to develop 
long-term relationships with purchasing firms, and salespeople are in the front 
line in this process. There is more on relationship marketing in Chapter 12. 

In the end, organisations do not make purchases. Individuals make purchases 
on behalf of organisations, and therefore salespeople are always dealing with 
human beings who have their own needs, failings, attitudes and blind spots. 
Purchasing decisions are not made entirely rationally; often the personal relation¬ 
ship between the representatives of the buying and selling companies has the 
biggest role in the purchase. Buyers will naturally prefer to deal with someone 
they know and trust (see the section on personal selling in Chapter 9). 


CASE STUDY 3: BUYING AIRCRAFT CARRIERS 

In January 2003 the UK government announced that the £2.8 billion contract to 
build two new aircraft carriers for the Royal Navy would be split between British 
company BAE Systems and Thales, its French arch-rival. When maintenance work 
and upgrades are considered, the deal is worth approximately £9.2 billion over the 
lifetime of the vessels. 

Celebrations were, however, somewhat muted at BAE. The company will be get¬ 
ting two-thirds of the business, but will (under the terms of the deal] have to build 
the ships to Thales' designs. In other words, BAE are taking the lion's share of the 
risk, since they will be responsible for any cost overruns and design corrections, 
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but wilt not have the power to vary the designs. Even though the UK taxpayer witt 
pick up 10% of cost overruns, this stilt leaves BAE vulnerable in some respects. 
The situation is worsened by the fact that the companies who were involved in the 
bidding process were told that the outcome would be a 'winner takes all' contract. 
On the other hand, BAE may be lucky to have been offered anything at all. In 
December 2002 the company's shares dropped dramatically after it announced 
cost overruns on other Ministry of Defence deals; then on 15 January Geoff Hoon, 
the Defence Secretary, announced that he thought BAE was 'no longer British'. 
Then as late as 21 January the national organiser of the Transport and General 
Worker's Union, Jack Dromey, revealed that senior civil servants were recom¬ 
mending that the contract should be awarded to Thales in its entirety. 

Final details need to be worked out, and it is fairly certain that BAE will be 
pressing for a better deal on the overruns, since the company is already in dispute 
with the Ministry of Defence about cost overruns of up to £1 billion on the Nimrod 
aircraft and Astute submarine deals. Industry reaction to the deal was one of 
astonishment - one senior defence executive said 'Thales won this on design and 
price, but BAE got the prime contractor role because of politics.' 

The political issues are by no means simple. Under European Union rules, con¬ 
tractors throughout the EU must be given the opportunity to bid on government 
contracts within any of the member states - in other words, national governments 
are not allowed to play favourites by awarding contracts to their own suppliers. The 
problem is that this law is honoured more in the breach than in the observance - 
although Thales have apparently come in with a lower price and a better design, it 
would be impossible for a UK government to award the contract entirely to the 
French, knowing that there is no possibility of the French allowing British companies 
to compete on an equal footing in France. 

Defence Secretary Geoff Hoon dismissed such allegations as being 'the kind of 
anti-European, anti-French rhetoric that's come to characterise the modern 
Conservative party ... It's a disgrace.' Meanwhile Lord Bach, the procurement min¬ 
ister, and Sir Robert Walmsley, chief of defence procurement, were examining the 
extent to which the taxpayer would carry the risk in terms of cost overruns. 
Government policy has been to move these risks away from the taxpayer and 
towards the contractor, but of course the higher the risk the contractor is expected 
to take, the higher the overall cost of the contract, so the government will almost 
certainly need to compromise. 

City analysts believe that the contract represents a Pyrrhic victory for BAE. 
Although the contract will contribute £30 million to annual profits, this is a rela¬ 
tively small amount of money - the total contract represents only 2% of sales for 
BAE. In exchange for this, the company has given Thales a stronger foothold in the 
UK, building on its acquisitions of defence companies such as Racal, Pilkington 
Optronics and Shorts Missile Systems. Some City analysts believe that BAE would 
have been better off if the company had lost the prime contract to Thales and had 
instead concentrated on low-risk subcontracting work at its shipyards. 


Summary 


Meanwhile, the Royal Navy eagerly awaits delivery of the ships. Captain Simon 
Williams, assistant director of strategy at the naval staff, says that the current car¬ 
rier fleet is designed primarily for protecting the Navy from attacks while at sea. 
The new carriers will have the capability to attack shore installations. 'If you put 
one of these carriers in international waters off another country it becomes a very 
flexible tool, and it focuses the mind of the people we are trying to influence,' he 
said. The ships will be equipped with the new F-35 fighters, the replacement for 
the Harrier Jumpjet, now nearing the end of its useful service life. 

Whatever the outcome, the unions are pleased. Bill Morris, general secretary of 
the Transport and General Workers' Union, said, 'I believe our quality British work¬ 
force will deliver a quality British product. The challenge is now for BAE Systems to 
deliver on time and on budget.' 

Questions 

1 How has the political environment affected the purchasing process? 

2 Who were the influencers, deciders, buyers, gatekeepers and users in the DMU 
(Decision-Making Unit]? 

3 What effect does the UK government's previous experience of the suppliers have? 

4 If the potential profits on the deal are so low, why would BAE be interested in 
bidding for the contract? 

5 What effects might the deal have on the long-term relationship between BAE 
and Thales? 


SUMMARY 


In this chapter we have looked at how people behave when faced with buying 
decisions. We have looked at the decision-making process both for consumers 
and for organisational buyers, and at the influences and pressures on each group. 
Here are the key points from this chapter: 

• Consumers buy because they recognise either assortment depletion or 
assortment extension needs. 

• Complaints should be encouraged, because they give the opportunity to cure 
post-purchase dissonance and create loyal customers. 
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• Individuals belong to several reference groups, and are also influenced by 
groups they do not belong to such as aspirational groups and dissociative 
groups. 

• Normative compliance is probably the most powerful factor in attitude 
formation and decision-making. 

• The family is probably the most powerful reference group. 

• Industrial buying is complex because of the number of people involved. 

• Gatekeepers, users, influencers, deciders and buyers are all involved in 
organisational decision-making. None of them should be ignored if the deal is 
to go through. 

• The route to success in industrial marketing is to make sure the tender has 
something in it that the competition cannot match. 



CHAPTER QUESTIONS 


1 How do family members influence each other's buying behaviour? 

2 What are the main differences between industrial buyers and consumers? 

3 What is the difference between assortment depletion and assortment 
extension? 

4 How can the use of choice heuristics reduce post-purchase dissonance? 

5 How can a marketer use interrupts to influence consumer behaviour? 



MULTI-CHOICE QUESTIONS 


1 What is meant by assortment depletion? 

(A) The consumer owns very few possessions. 

(B) The consumer has worn out or used up some of his or her possessions. 

(C) The consumer has decided to concentrate on owning only a few 
possessions. 

2 Hedonic needs refer to: 

(A) The practical aspects of owning something. 



Multi-choice questions 


(B) Unnecessary purchases. 

(C) The cult of pleasure. 

3 Utilitarian needs refer to: 

(A) Only buying things that are strictly necessary. 

(B) The practical aspects of living. 

(C) Products that are plain or boring. 

4 Remembering information about products is part of: 

(A) The internal search. 

(B) The external search. 

(C) Interrupts. 

5 Affective states are: 

(A) Emotional feelings about products. 

(B) Emotions that dictate heuristics. 

(C) Circumstances that change behaviour patterns. 

6 A consideration set is: 

(A) A group of products that would meet the consumer's needs. 

(B) All the available products within a given group. 

(C) The criteria by which a consumer will judge products. 

7 The point at which anticipation becomes uncomfortable is called: 

(A) The optimum stimulation level. 

(B) The affective state. 

(C) The ideal performance. 

8 A decision-making rule is called: 

(A) An interrupt. 

(B) A heuristic. 

(C) Dissonance. 

9 Deciding whether a product met expectations is called: 

(A) Post-purchase dissonance. 

(B) Post-purchase evaluation. 

(C) Post-purchase verbal response. 

10 Complaints that are expressed to friends and acquaintances are called: 

(A) Private responses. 

(B) Verbal responses. 

(C) Third-party responses. 
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FURTHER READING 


Consumer Behavior by Roger D. Blackwell, Paul W. Miniard and James F. Engel 
(Mason, OFI, Southwestern, 2001). A very comprehensive American text, now in 
its ninth edition; this is a readable and clear coverage of all aspects of consumer 
behaviour. 

Consumer Psychology in Behavioural Perspective by Gordon Foxall (London, 
Routledge, 1990). An in-depth analysis of consumer psychology; a rather 
academic text, with some interesting insights into some more obscure aspects of 
consumer behaviour. 

Business Marketing Management: A Global Perspective by Jim Blythe and Alan 
Zimmerman (London, Thomson, 2005). This book provides an in-depth view of 
business-to-business marketing, taking a global perspective. It covers all aspects 
of marketing to other businesses, including buyer behaviour and strategic issues. 



GLOSSARY 


Actual state The current position of the individual in terms of well-being and 
possessions. 

Affect What is felt about a product; liking, dislike, fear, etc. 

Affective states Conditions of the emotional or physical well-being of the 
individual that cause interrupts. 

Assortment depletion The consumption of the whole or most of an item in the 
consumer's stock of possessions. 

Assortment extension The act of adding to an existing stock of possessions. 

Buyer The individual who carries out the mechanical processes of purchasing. 

Cognition What is thought about a product; beliefs and opinions. 

Conation Planned behaviour regarding a product or event. 

Confidence The degree to which the individual feels sure that the attitude is the 
correct one. 

Consideration set The group of products which the individual is aware would 
adequately meet his or her needs. 

Culture A set of shared beliefs and behaviours common to a society. 
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Cut-off The maximum or minimum acceptable values for product attributes. 

Decider The individual who has the power to make the final purchasing decision. 

Derived demand The state of affairs where the demand for a component derives 
from the demand for the finished product. 

Description The process of industrial buying whereby the buyer describes the 
required product and asks suppliers to provide tenders for its supply. 

Desired state The position the individual would like to be in, in terms of 
well-being and possessions. 

Divestment The act of disposal of a used-up or worn out product or its packaging. 

Drive The state of unease that derives from the gap between the desired and 
actual states. 

Environmental stimulus A factor in the search or purchase environment that 
causes an interrupt. 

Equitable performance The level of product performance which the individual 
would regard as reasonable, given the cost of the search in terms of time and 
effort and financial cost of the product. 

Expected performance The level of product performance the consumer expects, 
given the pre-purchase information collected. 

External search Information obtained from sources other than the individual's 
personal experience and memories. 

Extremity The strength of attitude towards a product. 

Fluctuating demand This is common in industrial markets, whereby a small 
reduction in consumer demand for a product will lead to de-stocking, thus 
causing a big reduction in productivity. 

Gatekeeper An individual who controls the flow of information to a 
decision-maker. 

Hedonic needs The pleasurable or aesthetic aspects of product ownership or 
service use. 

Heuristic A simple 'if ... then' decision-making rule. 

Ideal performance The level of product performance that the consumer would 
regard as meeting or exceeding all criteria. 

Influencer An individual who has influence, but not power, in a buying 
decision. 

Informational influence The need to seek information from a reference group. 
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Inspection The act of examining a variable product to ensure that it meets particular 
criteria. 

Internal search Information retrieved from the individual's memories and 
experience. 

Interrupt An event or piece of information that temporarily suspends the 
information search. 

Joint demand The state of affairs where the demand for one product is affected 
by the demand for another product. 

Law of primacy The rule that states that later information is interpreted in the 
light of earlier experience, thus implying that early experience is more important 
than later experience. 

Motivation The predisposition that arouses and directs behaviour towards 
certain goals. 

Negotiation The act of discussing with a supplier what would be the best way of 
approaching a new-purchase task. 

Normative compliance The pressure exerted by reference groups to behave in 
the same way as the rest of the group. 

Optimal stimulation level The level of gap between desired and actual states at 
which the individual feels stimulated, but not yet uncomfortable. 

Persistence The stability of the attitude over time. 

Planned impulse Buying behaviour in which a planned course of action is 
changed as the result of a new stimulus. 

Post-purchase consonance The state of affairs where the product's characteristics 
and benefits match up to or exceed the purchaser's expectations. 

Post-purchase dissonance The state of affairs where the product's characteristics 
and benefits do not meet the purchaser's expectations in one or more respects. 

Post-purchase evaluation The examination of the purchased product to 
determine whether it meets, exceeds or fails to meet pre-purchase expectations. 

Private responses Complaints made about the product or supplier to friends or 
others. 

Pure impulse Buying behaviour undertaken without prior rational thought. 

Reference group A formal or informal group from which the individual seeks 
cues regarding appropriate behaviour. 

Reminder impulse Buying behaviour undertaken when the individual is 
reminded of something. 


References 


Resistance The level of difficulty experienced in changing an attitude. 

Role The group of behaviours expected of the occupant of a given position. 

Sampling The act of testing a small part of a bulk supply to judge whether the 
whole meets particular criteria. 

Signals Attributes of the product or its peripheral aspects that indirectly indicate 
its quality. 

Suggestion impulse Buying behaviour undertaken when the individual receives 
a new stimulus. 

Third-party responses Complaints made to the supplier through a third party, 
such as a lawyer or consumer protection agency. 

User The individual who will actually use the product (usually considered in an 
industrial buying situation only). 

Utilitarian needs Needs that derive from the practical aspects of ownership of a 
product or use of a service. 

Valence The direction of feeling about a product; positive or negative. 

Value-expressive influence The pressure to experience psychological 
association with a group by conforming to its norms, values or behaviours, 
even if membership is not sought. 

Voice responses Complaints made direct to the supplier. 
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Objectives 

After reading this chapter you should be able to: 
describe the main methods of segmenting markets; 
explain how segmentation aids profitability; 

decide whether a given segment is sufficiently profitable to be worth 
targeting; 

explain the purpose of segmentation; 

develop ways of assessing the economic viability of segments; 
explain the growth of segmented markets; 
establish strategies for dealing with segmented markets; 
describe perceptual mapping; 

describe the main issues surrounding the positioning of brands. 


Reasons for segmenting markets 


INTRODUCTION 


The segmentation concept was first developed by Smith in 1957, 1 and is con¬ 
cerned with grouping consumers in terms of their needs. The aim of 
segmentation is to identify a group of people who have a need or needs that can 
be met by a single product, in order to concentrate the marketing firm's efforts 
most effectively and economically For example, if a manufacturer produces a 
standardised product by a mass-production method, the firm would need to be 
sure that there are sufficient people with a need for the product to make the exer¬ 
cise worthwhile. 

The assumptions underlying segmentation are: 

• Not all buyers are alike. 

• Sub-groups of people with similar behaviour, backgrounds, values and needs 
can be identified. 

• The sub-groups will be smaller and more homogeneous than the market as a 
whole. 

• It is easier to satisfy a small group of similar customers than to try to satisfy 
large groups of dissimilar customers. 2 

Targeting is concerned with choosing which segments to aim for. Segmentation 
is essentially about dividing up the market; targeting is about the practicalities of 
doing business within the market. The two are clearly closely linked, since the 
segmentation process will usually provide information as to which segments are 
likely to prove most profitable, or will help the firm achieve its strategic objec¬ 
tives in other ways. 

Positioning is concerned with the brand's relationship with other brands 
aimed at the same segment. Positioning is about the place the brand occupies in 
the minds of the consumers, relative to other brands. 


REASONS FOR SEGMENTING MARKETS 


Each consumer is an individual with individual needs and wants. On the face of 
it, this creates a major problem for the marketer, since it would clearly be impossi¬ 
ble to tailor-make or customise each product to the exact requirements of each 
individual. 

Before the Industrial Revolution most products were individually made. This 
proved to be expensive, and essentially inefficient once mass-production tech¬ 
niques had come into being. Unfortunately, mass-production (taken to the 
extreme) means a reduction in the available choice of product, since the best way 
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to keep production costs low is to have long production runs, which means stan¬ 
dardising the product. Every adaptation costs money in terms of re-tooling and 
re-packaging the product. In some economies, particularly those in parts of 
Eastern Europe and in the Third World, there is not sufficient wealth or invest¬ 
ment in industry to allow for the production of many different types of product. 
These economies still rely heavily on mass production, and mass marketing. 

Mass marketing (or undifferentiated marketing) in which a standard product is 
produced for all consumers will only be effective if the consumers concerned 
have little choice and do not already own a product that meets the main needs. 
For example, in 1930s Germany few families owned cars. Hitler promised the 
German people that every family would own a car, so Porsche was commissioned 
to develop the Volkswagen (literally 'people's car') as a basic vehicle, which 
could be cheaply produced for the mass market. 

This approach is less effective in economies where most consumers already 
own the core benefits of the product. Once car ownership was widespread and 
the core benefit of personal transportation was owned by most families, con¬ 
sumers demanded choices in features and design of their vehicles. Segmentation 
deals with finding out how many people are likely to want each benefit, roughly 
how much they will be willing to pay for it, and where they would like to buy it 
from. In this way, the firm approaching a segmented market is able to offer more 
functional benefits and more attention to hedonic needs, i.e. the products are more 
fun (see Chapter 3). 

In order to make these adaptations worthwhile, marketers need to be reason¬ 
ably sure that there is a large enough market for the product to be viable 
economically. On the other hand, concentrating on a smaller segment means that 
economies can be made in the supplier's communications activities; rather than 
advertise to a mass market, for example, the marketer would be better off concen¬ 
trating resources on producing an advert that is tailored to the target segment - 
an ad, in other words, designed for the ideal customer and no other. 

The reason for this is that consumers are surrounded by advertising messages. 
Consequently consumers learn to avoid advertisements, and particularly to avoid 
ones that are clearly never going to be of any interest. At the same time, con¬ 
sumers will go out of their way to find out about products they have some 
interest in, often by reading special-interest magazines. Therefore an advertise¬ 
ment that is tailored to a specific group of consumers, and that appears in a 
medium that those consumers use, is likely to be far more effective than an untar¬ 
geted advertisement in a general-interest medium. 

Companies that aim for small segments usually have much greater credibility 
with consumers, and can learn to provide exactly what most pleases those 
consumers. 

Overall, the main purpose of segmenting is to enable the company to concen¬ 
trate its efforts on pleasing one group of people with similar needs, rather than 
trying to please everybody and probably ending up pleasing nobody. Table 4.1 
shows the advantages of segmenting the market. 


Segmentation variables 


TABLE 4.1 


Advantages of segmentation 


Advantage 

Explanation 

Customer analysis 

By segmenting, the firm can get to understand its best customers better. 

Competitor analysis 

it is much easier to recognise and combat competition when concentrating on one 
small part of the overall market. 

Effective resource 
allocation 

Companies’ scarce resources can be concentrated more effectively on a few 
consumers, rather than spread thinly across the masses. 

Strategic marketing 
planning 

Planning becomes easier once the firm has a clear picture of its best customers. 

Expanding the market 

Good segmentation can increase the overall size of the market by bringing in new 
customers who fit the profile of the typical customer, but were previously unaware 
of the product. 


SEGMENTATION VARIABLES 


A segment must fulfil the following requirements if it is to be successfully 
exploited: 

• It must be measurable, or definable. In other words, there must be some way of identi¬ 
fying the members of the segment and knowing how many of them there are. 

• It must be accessible. This means it must be possible to communicate with the 
segment as a group, and to get the product to them as a group. 

• It must be substantial, i.e. big enough to be worth aiming for. 

• It must be congruent, that is to say the members must have a close agreement on 
their needs. 

• It must be stable. The nature and membership of the segment must be reason¬ 
ably constant. 

The three key criteria are accessibility, substance and measurability, 3 but it is 
important also to look at the causes underlying the segmentation. 4 This enables 
the marketer to anticipate changes more easily and sometimes to verify that the 
segmentation base is correctly defined. 
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There are many bases for segmenting, but the following are the main ones: 

• Geographic. Where the consumers live, the climate, the topology, etc. For exam¬ 
ple, cars in California almost always have air-conditioning; cars in Sweden 
have headlights that stay on constantly because of the poor quality of the light 
for much of the year. Geographic segmentation is very commonly used in 
international marketing, but is equally useful within single nations. 

• Psychographic. Based on the personality type of the individuals in the segment. 
For example, the home insurance market might segment into those who are 
afraid of crime, those who are afraid of natural disasters, and those who 
are afraid of accidental damage to their property. 

• Behavioural. This approach examines the benefits, usage situation, extent of use 
and loyalty. For example, the car market might segment into business users 
and private users. The private market might segment further to encompass 
those who use their cars primarily for commuting, those who use their cars for 
hobbies such as surfing or camping, and those who use the car for domestic 
duties such as shopping or taking children to school. The business market 
might segment into 'prestige' users such as managing directors and senior 
staff, or high-mileage users such as salespeople. 

• Demographic. Concerned with the structure of the population in terms of ages, 
lifestyles, economic factors. For example, the housing market can be divided 
into first-time buyers, families with children, older retired people, and elderly 
people in sheltered accommodation; equally, the market could be segmented 
according to lifestyle, with some accommodation appealing to young profes¬ 
sionals, some appealing to country-lovers, and so forth. 


Geographic segmentation 

Geographic segmentation may be carried out for a number of reasons. 

• The nature of the product may be such that it applies only to people living 
within a specific area, or type of area. Clothing manufacturers know that they 
will sell more heavy-weather clothing in cold coastal areas than in warm 
inland areas. 

• If the company's resources are limited, the firm may start out in a small area 
and later roll out the product nationally. 

• It might be that the product itself does not travel well. This is true of sheet 
glass, wedding cakes and most personal services such as hairdressing. 

Markets may be segmented geographically according to the type of housing in 
the area. Firms that supply products specifically aimed at elderly people may 


Segmentation variables 


wish to locate (or at least concentrate their marketing efforts) in retirement areas. 
Products aimed at young people might be heavily marketed in university towns, 
and so forth. 


Psychographic segmentation 

Psychographic segmentation classifies consumers according to their personali¬ 
ties. As the reliability of measures has improved, more evidence has come to light 
of links between personality and consumer behaviour, 5 but psychographic seg¬ 
mentation remains problematical because of the difficulties of measuring 
consumers' psychological traits on a large scale. This type of segmentation there¬ 
fore often fails on the grounds of accessibility. For example, researchers might 
find out that there is a group of people who relate the brand of coffee that they 
buy to their self-esteem. The problem then is that there is no obvious medium in 
which to advertise this feature of the coffee: if there were a magazine called Coffee 
Makes Me Feel Good Monthly there would be no problem. The advertisers are 
therefore left with the mass media, such as TV advertising, which may be far too 
expensive for the purpose. Some of the most creative ideas in marketing have 
revolved around ways of gaining access to such segments. 


Behavioural segmentation 

Behavioural segmentation can be a useful and reliable way of segmenting. At its 
most obvious, if the firm is marketing to anglers they are not interested in how 
old the anglers are, what their views are on strong drink, or where they live. All 
the firm cares about is that they go fishing, and might therefore be customers for 
a new type of rod. Accessing the segment would be easily undertaken by adver¬ 
tising in the angling magazines. At a deeper level the firm might be interested in 
such issues as where they buy their fishing tackle, how much they usually spend 
on a rod, what kind of fish they are after, and so forth, but this information is 
easily obtained through questionnaire-type surveys. Lifestyle analysis has been 
widely used for the past 30 years or so, and seeks to segment markets according 
to how consumers spend their time, what their beliefs are about themselves and 
about specific issues, and the relative importance of their various possessions 
(e.g. cars, clothes, homes). The attraction of this approach is that it takes account 
of a wide range of characteristics of the segment, 6 encompassing some psycho¬ 
graphic features and some behavioural features. 


Demographic segmentation 

Demographic segmentation is the most commonly used method of segmenting 
markets, probably because it is easy to pick up the relevant information from 
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government statistics. Demographics is the study of how people differ in terms of 
factors such as age, occupation, salary and lifestyle stage. 

Typically, demographic segmentation revolves around age. While this is rele¬ 
vant in many cases, it is often difficult to see the difference between, say, a 
20-year-old's buying pattern and a 30-year-old's buying pattern. Equally, it 
cannot be said with much reliability that all 10-year-olds share the same tastes. 
There are undoubtedly 10-year-olds who would not want to visit Disneyland or 
Luna Park, and 10-year-olds who would prefer duck a l'orange to a hamburger. 
Age is, of course, relevant but it should be included as part of a range of meas¬ 
ures, not relied upon on its own. 

As we saw in Chapter 2, demographic variables are shifting over time, as the 
birth rate falls and the average age of the population rises. In addition, the 
number of single-person households is rising as people marry later and divorce 
rates increase: in 2001, single-person households represented 30% of UK house¬ 
holds. 7 The implications of this one change for marketers are far-reaching; here 
are some of the possibilities: 

• Increase in sales of individual packs of food. 

• Increase in sales of recipe products and ready meals. 

• Decrease in sales of gardening equipment and children's items. 

• Increase in sales of mating-game items. 

• Decrease in family-sized cars, packs of breakfast cereal, cleaning products, etc. 

In Australia, immigration from South-East Asia is causing major changes in 
eating habits, religious observances and the linguistic structure of the country. In 
some cases, marketing activities have themselves contributed to a cross-fertilisa¬ 
tion of cultural behaviour, so that individuals from one ethnic group behave in 
ways more usually associated with another group. This culture swapping means 
that ethnic and racial segmentation is no longer possible in most cases. 8 

Overall, demographic change means that new segments are emerging, some of 
which offer greater opportunities to marketers than do the segments they replace. 
Marketers need to monitor these changes in the demography if they are to remain 
able to segment the market effectively. 

Not all segmentation variables will be appropriate to all markets. A pizza com¬ 
pany might segment a market geographically (locating in a town centre) but 
would not segment by religion; the situation would be reversed for a wholesale 
kosher butcher. This is despite the fact that both firms are in the food business. 
Single-variable segmentation is based on only one variable, for example size of 
firm. This is the simplest way to segment, but is also the most inaccurate. To 
achieve multivariable segmentation, several characteristics are taken into 
account. The more characteristics are used, the greater the accuracy and effective¬ 
ness, but the smaller the resulting markets. 


Segmenting industrial markets 


SEGMENTING INDUSTRIAL MARKETS 


Industrial or organisational markets can be, and are, segmented by marketers 
according to the following criteria: 

• Geographic location. Probably the commonest method, since most organisational 
markets are serviced by salespeople, and geographical segmentation enables 
the salesperson to make best use of drive time. Often firms in the same indus¬ 
try will locate near each other, perhaps because of availability of raw materials, 
or for traditional reasons to do with availability of local skilled workers. 

• Type of organisation. IBM segments its market according to the industry the cus¬ 
tomer is in. This means that some IBM salespeople specialise in banking, 
others in insurance, others perhaps in local government applications of the 
equipment. 

• Client company size. Many companies have separate salesforces to deal with 
large accounts. 

• Product use. Oil companies have separate strategies (and sometimes separate 
subsidiaries) for marketing household central-heating oil, for the plastics 
industry, for petrochemicals and for automotive sales. 

• Usage rate. Customers who use large quantities of a given product will expect 
(and get) different treatment from customers who buy only in small quantities. 
This is partly because their needs are different, and partly because the supplier 
will tend to value the large buyer over the small buyer. 

Bonoma and Shapiro 9 suggest a nested approach to organisational market seg¬ 
mentation. This approach entails starting with broad characteristics such as the 
type of industry and the size of the organisations in it, then narrowing the seg¬ 
ment by working through operating variables (processes, product types, etc.), 
then looking at the purchasing approach of the organisations, followed by situa¬ 
tional factors such as delivery lead times and order size, and finally looking at the 
individual types of buyer in each firm. 

For example, a glass manufacturer might begin by segmenting according to 
type of industry (window glass for construction, toughened glass for cars, bottles 
and jars for food packaging). Within the food packaging market the industry 
might break down further to pickles and sauces, wines and beers, and soft drinks. 
The wine and beer bottle market may further break down into major brewers and 
bottlers who buy in large quantities, and small privately owned vineyards who 
buy on a once-a-year basis. Some of the brewers may buy by tender, some may 
prefer to use a regular supplier, and some may have special requirements in 
terms of bottle shape or design. 

As in consumer markets, it is not necessarily the case that buyers act from 
wholly rational motives (see Chapter 3), so it would be unreasonable not to 


Money 


Chapter 4 • Segmentation, targeting and positioning 


include the buyers' personal characteristics in the segmentation plan somewhere. 
This is likely to be the province of the salesforce since they are dealing with the 
buyers on a day-to-day basis. 


SEGMENTATION EFFECTIVENESS 


If a segment is correctly identified, it should be possible for the marketer to meet 
the needs of the segment members much more effectively than their competitors 
can. The firm will be able to provide specialist products that are more nearly right 
for the consumers in the segment, and will be able to communicate better with 
them. From the consumer's viewpoint, this is worth paying an extra premium for. 
Rather than putting up with a product that does not quite fit the bill, the con¬ 
sumer will pay a little more for something that more closely approaches the ideal. 

The segment will be profitable as long as the premium the consumer will pay 
is greater than the cost to the manufacturer of making the modifications. There is 
therefore a trade-off; the finer-tuned the segmentation, the smaller the market but 
the greater the premium the target consumers will be prepared to pay. This is 
illustrated in Figure 4.1. 

As the segmentation becomes narrower, fewer units will be sold, so the 
number of items sold as compared with the population at large will drop. This is 
partly offset by higher prices, but the profitability of the segment will begin only 
where the premium line and the cost line diverge. Where the costs of adaptation 
are higher than the premium, it is not worthwhile to make the adaptations; where 
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FIGURE 4.1 
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the premium is higher than the cost, it may be worthwhile but the firm must still 
take account of the reduction in unit sales overall. 


TARGETING 


Having divided the market into segments, managers must decide which segment 
will be the best to target, given the firm's overall objectives. Normally managers 
would choose the most profitable segment, but equally a firm may decide to aim for 
a particular segment of the market that is currently neglected, on the grounds that 
competitors are less likely to enter the market. The process of selecting a segment to 
aim for is called targeting. There are three basic strategic options open to marketers. 

1 Concentrated marketing (single segment). This is also known as niche market¬ 
ing; Tie Rack, Sock Shop and Knickerbox follow this approach. The niche 
marketer concentrates on being the very best within a single tiny segment. 

2 Differentiated marketing (multisegmented) means concentrating on two or 
more segments, offering a differentiated marketing mix for each. Holiday Inn 
aims to attract business travellers during the week, but aims for the leisure 
market at the weekend, and promotes to families. At the weekend, the hotels 
often have events for children and special room rates for families. 

3 Undifferentiated marketing is about using a 'scattergun' approach. The pro¬ 
ducers who do this are usually offering a basic product that would be used by 
almost all age groups and lifestyles. For example, the market for petrol is 
largely undifferentiated. Although oil producers occasionally try to differenti¬ 
ate their products by the use of various additives and detergents, the use of 
petrol is much the same for everybody, and there would not appear to be any 
relationship between segmentation variables and petrol use. It would be diffi¬ 
cult to imagine any real adaptation to the product that would meet people's 
needs sufficiently well to merit a premium price. Such examples of undifferen¬ 
tiated products are increasingly rare; even the producers of such basic 
commodities as salt and flour have made great strides forward in differentiating 
their products (i.e. meeting consumers' needs better). 

The decision regarding which strategy to adopt will rest on the following three 
factors: 

• the company's resources, 

• the product's features and benefits, and 

• the characteristics of the segment(s). 
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TABLE 4.2 


Resourcing and degree of differentiation 


Type of product 

High-differentiation consumers 

Low-differentiation consumers 

High-resource company 


Mass market 

Differentiated 

Undifferentiated 

Speciatist market 

Differentiated 

Concentrated 

Low-resource company 


Mass market 

Concentrated 

Differentiated (perhaps geographically) 

Speciatist market 

Concentrated 

Concentrated 


Clearly if resources are limited the company will tend to adopt a concentrated 
marketing approach. This is the approach taken by the UK firm High and Mighty, 
a menswear retailer that specialises in clothing for exceptionally tall and excep¬ 
tionally large men, and has become highly successful even though their market 
(men over 6 ft 4 in [1.9 metres] tall, or over 25 stone [160 kg] in weight) is actually 
very small in absolute terms. The reason for the success is that men of this size are 
not catered for at all by the big chain retailers, and the alternative used to be to 
have everything tailor-made. High and Mighty is able to produce in sufficient 
quantities to keep prices reasonable (though considerably higher than chain store 
prices) while still catering for its segment. 

A higher level of resourcing coupled with a range of segments to approach will 
lead to a differentiated approach, and a simple made-for-everybody type product 
will lead to an undifferentiated approach. Table 4.2 shows this in action. 

Companies with a small resource base are often unable to make their voices 
heard in mass markets simply because they cannot afford the level of promo¬ 
tional spend. They therefore need to segment, perhaps by starting out in a small 
area of the country (geographical segmentation) and gradually spreading nation¬ 
wide as resources become available. 

Table 4.3 shows the decision matrix for choosing a segment to target. The mar¬ 
keting strategy should be tailored to fit the intended audience: this means that 
each of the seven Ps, and every element of the promotion mix, needs to be built 
around the segment. 

Accurate targeting is best achieved by carrying out detailed market research 
into the needs and wants of the target group (see Chapter 5). In this way the com¬ 
pany is able to decide what to offer the target audience to improve on the 
competitors' offering. Note that three factors are being taken into account here. 
Firstly, what do the consumers in the target segment need? Secondly, what is 
already available to them? Thirdly, what can the firm offer that would be better 
than what is currently available? 
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TABLE 4.3 


Targeting decisions 


Segment size 

Profit per unit sold Number of Strategic 

competitors decision rationale 

Large 

Large Large A large market with large profits will 

attract competitors; prices will fall 
rapidly, and so will profits. 

Large 

Small Large This is a mature market. A new entrant 

would have to have something special to 
dominate the market: perhaps a much- 
reduced cost base. 

Smalt 

Large Large A small segment with a high profit per 

unit and a large number of competitors 
can be captured entirely by a penetration 
pricing strategy. 

Large 

Large Small If the segment is both large and 

profitable competitors will certainly 
enter the market. A skimming policy is 
best for this market; as competitors 
enter, it will be possible to reduce prices 
to compete effectively. 

Large 

Small Small This is a mature market, but should be 

low risk; the lack of competition means 
that it should be easy to capture a share, 
and the low profit margin will 
discourage others from entering. 

Small 

Small Large This is a dying market. Really not worth 

entering at all. 

Small 

Large Small This is a niche market. It should be 

possible to capture all of this market. 

Small 

Small Small This is clearly not a very profitable 

segment at all. Unless the firm has 
something very new to bring to the 
segment, this is probably not worth 
targeting. 


The five basic strategies of market coverage were outlined by Derek F. Abell in 
1980. 10 They are shown in Table 4.4. 







Chapter 4 • Segmentation, targeting and positioning 


TABLE 4.4 


Market coverage strategies 


Strategy 

Explanation Example 

Product/market 

concentration 

Niche marketing; the company Tie Rack, Sock Shop 

takes over one small part of 
the market. 

Product specialisation 

Firm produces a full line of a Campbell's Soup 

specific product type. 

Market specialisation 

Firm produces everything that Titleist golf clubs, golf balls, tees, caddies 

a specific group of consumers 

needs. 

Selective specialisation 

Firm enters selective niches British Telecom sells telephone services to 

that do not relate closely to consumers and industry, but also owns 

each other, but are profitable. satellite time, which it sells to TV 

broadcasters and others 

Full coverage 

Firm enters every possible Mitsubishi Industries, which produces 

segment of its potential market. everything from musical instruments to 

supertankers 


Choosing the right market and then targeting it accurately are possibly the 
most important activities a marketer carries out. Choosing the wrong segment to 
target, or still worse not attempting to segment the market at all, leads to lost 
opportunities and wasted effort. 

Accessing the target market is another issue that deserves attention. For a seg¬ 
ment to be viable, it needs to be accessible via some communications medium or 
another: the segment may comprise people who read a particular magazine or 
watch a particular TV station. If there is no way to reach the segment, it cannot 
become a target market. In some cases the segment is defined by the medium: for 
example. Cosmopolitan readers represent a group of independently minded 
women with career aspirations, usually with high disposable incomes or aspira¬ 
tions in that direction, and interests that are more likely to run to business issues 
than to knitting patterns. These women represent a valuable market segment in 
their own right, but can probably only be easily identified as a group because 
they read Cosmopolitan. 
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POSITIONING 


Positioning has been defined as: 'The place a product occupies in a given market, 
as perceived by the relevant group of customers; that group of customers is 
known as the target segment of the market.' 11 Usually positioning refers to the 
place the product occupies in the consumer's perceptual map of the market: for 
instance as a high-quality item, or as a reliable one, or perhaps as a cheap version. 
The product is positioned in the perceptual map alongside similar offerings; this 
is a result of the categorisation and chunking processes (see Chapter 3). 

Consumers build up a position for a product based on what they expect and 
believe to be the most pertinent features of the product class. Marketers therefore 
need to find out first what the pertinent features of the products are in the target 
consumers' perceptions. The marketer can then adjust the mix of features and 
benefits, and the communications mix, to give the product its most effective posi¬ 
tion relative to the other brands in the market. Sometimes the positioning process 
is led by the consumers, sometimes by the marketers. 

Research shows that consumers use a relatively short list of factors in deter¬ 
mining the position of a product. 12 These are as follows: 

• Top-of-the-rnnge. This refers to the product which consumers believe to be the 
most expensive or 'the best'. In the UK, this is often called 'the Rolls-Royce of 
...' whichever product type is under discussion. 

• Service. The service levels which surround the product can be an important 
factor. 

• Value for money. This is the degree to which the product's benefits represent a 
fair exchange for the price being asked. 

• Reliability. Products are often positioned as being more (or less) reliable than 
their competitors. 

• Attractiveness. This can refer to factors other than appearance, but implies fac¬ 
tors other than the purely practical, performance-related factors. 

• Country of origin. Some countries have a reputation for producing the best 
examples of some categories of product. For example, German engineering is 
highly regarded, whereas the French are known for their food and wine. 

• Brand name. Branding is a key issue in positioning, as it identifies the product 
and conveys an impression of its quality (see Chapter 6). 

• Selectivity. The degree to which the consumer can distinguish between brands 
and select from the range is a factor in positioning. 

Ultimately, product positioning depends on the attitudes of the particular 
target market, so the marketer must either take these attitudes as they are and 
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tailor the product to fit those attitudes, or must seek to change the attitudes of the 
market. Usually it is easier and cheaper to change the product than it is to change 
the consumers, but sometimes the market's attitudes to the product are so nega¬ 
tive that the manufacturer feels constrained to reposition the product. For 
example, Skoda cars had to fight hard to throw off the negative connotations of 
the vehicle's Eastern European origins. Not wishing to be classed with Ladas, 
Yugos and Polski Fiats and thus share the perception of poor workmanship and 
unreliability, Skoda made great efforts to emphasise Volkswagen's takeover of the 
company and to position the car next to VW in the consumer's mind. 

Skoda has pointed out that, under the auspices of VW ownership, the com¬ 
pany's quality control and engineering procedures have been greatly improved. 
Skoda was, in any case, the jewel in the crown of Eastern European car manufac¬ 
ture, so the firm has been able to demonstrate that the cars are made to a high 
standard. 

In order to determine the product's position, research is carried out with the 
target group of consumers, and a perceptual map such as the one in Figure 4.2 
will be produced. 

From the diagram it can be seen that Brand B has the image of being both high 
price and high quality: this is probably the Rolls-Royce of the products (top-of- 
the-range factor). Brand D is perceived as being low price, but low quality: this 


High price 


Brand B 


Brand A 


Low quality 


High quality 


Brand E 


Brand C 


Brand D 


Low price 



Perceptual mapping 






Sales forecasting 


would be a cheap, everyday brand. Brand A has a problem: although tending 
towards a high price, this product is perceived as being below-average quality 
Sales are likely to be low, or will take place only when the consumer has no other 
choice available. Brand C, on the other hand, enjoys a low price and good quality, 
so is probably the top-selling brand (value-for-money factor). 

It should be noted that these positions are based on average responses from 
consumers in the target groups. They are not objective, nor are they based on the 
firm's view of the quality of its products. For this reason, they can sometimes be 
changed by promotional efforts. Far more commonly, though, the firm will need 
to do something more practical about changing the product or changing its price 
to make the necessary changes. 

In Figure 4.2, the products have been mapped against only two dimensions, 
but it is perfectly possible (perhaps even advisable) to map the product against 
more dimensions. This can be done on a computer using multidimensional map¬ 
ping software. 

One of the most useful tactical aspects of positioning maps is that they can be 
used to identify gaps in the market. Using Figure 4.2 as an example, there is 
clearly a gap next to Brand A and below Brand B for a medium-to-high quality 
product at a medium-to-high price. Currently this market seems to be dominated 
by lower-priced brands; a brand entering this market would need to be perceived 
as higher quality than Brand C, but at a lower price than Brand B. 


SALES FORECASTING 


Having segmented the market, targeted the appropriate segments, and decided 
on a positioning strategy, the firm is in a better position to forecast the expected 
sales of the product. 

Two overall strategic approaches to sales forecasting exist: break-down and 
build-up. 

The break-down approach begins with the overall market for the product cate¬ 
gory and seeks to predict what the firm's share of that market will be. For 
example, a bank may have access to government economic forecasts which can be 
used to calculate the total loans market for the following year. The bank forecast¬ 
ers will know what the bank's share of the market was in previous years, and can 
use this information to make a reasonable estimate of what the bank's total lend¬ 
ing will be in the ensuing year. 

The build-up method, on the other hand, begins with the market segments 
(and even individual consumers) and builds up to a total market share. The bank 
in the above example might begin with an estimate of how many home loans it 
might make (based on market research), and how many business loans, how 
many car loans, and so forth. By adding these figures together, an overall esti¬ 
mate of the total sales for the following year is arrived at. 
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Sales forecasts help to determine the viability of a segment, and also help the 
firm to plan its budgets and indeed virtually all of its other activities. Forecasting 
the future is always difficult; many firms rely on executive judgement, using the 
skill and experience of its senior people in deciding whether a product is a 
winner or not. Unfortunately this approach can fail because the executives will 
favour a product that they would buy as private consumers, rather than a prod¬ 
uct that the target market segment would buy. 

Through a customer survey firms are able to ask potential customers how 
much of a given product they are likely to buy within the next 12 months or so. 
These intent-to-buy studies work best for existing product categories; for a radi¬ 
cally new product it is much more difficult, since only the most innovative of 
consumers will be able to say with any certainty that they would be prepared to 
buy the product early in its launch. The main drawback with this method is that 
customers may intend to purchase, but change their minds during the course of 
the year, perhaps owing to a competitor's actions. 

Other firms may use a salesforce survey, asking the salesforce how much of a 
given product they might expect to sell over the next 12 months. This has the 
advantage that the salespeople, unlike the senior management, are usually close 
to the customer and are able to make judgements based on this. Also the sales¬ 
people will be wary about making rash forecasts that they might later be held to. 
On the other hand, salespeople generally like to be consulted about their own tar¬ 
gets and quotas. A variation on the salesforce survey is the distributor survey, 
where the company's distributors are asked how much they expect to sell over a 
specific period. Since the distributors will be giving the total sales in the product 
category (e.g. off-licences might be asked how much whisky they expect to sell in 
the next 12 months) the company will then have to make a judgement regarding 
the amount of market share they might reasonably expect to capture. 

The Delphi approach involves taking in the managers' and salespeople's fore¬ 
casts, combining them centrally, then sending the aggregate forecast back to the 
individuals concerned for revision. This approach has proved popular with firms 
because it tends to produce a consensus of opinion that all those concerned can 
adhere to. A problem with using Delphi might be that individuals will only make 
forecasts that they are quite sure are achievable: in other words, they might 
underestimate the possible sales rather than risk being unable to hit targets. 

Time-series analysis uses the company's past sales records to predict what 
will happen in the future. Although this can be quite accurate, it does not take 
account of the unexpected - a sudden entry by a competitor, a change in legisla¬ 
tion, or a change in the company's fortunes through takeover or merger. Few 
forecasting methods can take account of these factors, of course, and ultimately 
the company has to plan in some way. Time-series forecasters usually perform 
four types of analysis, as shown in Table 4.5. 13 Flaving carried out each of these 
analyses, the forecaster is able to combine the results to develop the sales forecast. 

Time-series analysis works best for well-established products with fairly stable 
purchasing patterns. It is not suitable for new products or for products with 
erratic demand cycles. 


Case study 4: The holiday business 


TABLE 4.5 


Time-series analysis 


Type of analysis 

Description 

Trend analysis 

Focuses on aggregate sales data collected over a long period to determine whether 
sales are rising, falling, or staying level. 

Cycle analysis 

Here the forecaster examines the sales figures from a number of years to see 
whether there is a cyclical pattern; perhaps a response to the economic boom- 
and-bust cycle. This method has been largely discredited for most markets, since 
the cycles do not follow a regular pattern. 

Seasonal analysis 

Sales figures are analysed on a monthly or even weekly basis to see whether there 
is a seasonal cycle operating. 

Random factor analysis 

In any analysis there will be figures that do not fit the pattern; random factor 
analysis seeks to attribute explanations for these abnormal findings. For example, 
a spell of unseasonal weather might have affected one month's figures. 


For new products, a test marketing exercise might be carried out. This involves 
making the product available in one geographical area for a period of time, and 
monitoring the actual sales of the product in the area. The key to success with test 
marketing lies in ensuring that the area chosen is an accurate representation of the 
country as a whole; if not, the predicted sales on national roll-out will not be as 
expected. The major drawback of test marketing is that it allows the firm's competi¬ 
tors to see the product and possibly develop their own version before the product 
goes national. For this reason, test marketing exercises are usually short. 


CASE STUDY 4: THE HOLIDAY BUSINESS 

In the UK, increased leisure and increased income has meant a huge growth in the 
travel industry. Fifty years ago most people had only two weeks' holiday a year - 
only a lucky few had three weeks. Yet in the 21st century many people enjoy six 
weeks' annual leave, or even seven weeks. At the same time disposable income 
rose 18% between 1997 and 2001 - and there are only so many household items 
someone can buy. The surplus income often finds a home in paying for ever more 
exotic holidays. 
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In the 1950s most British people holidayed within the UK, at resorts such as 
Blackpool, Brighton, Rhyl, Bognor Regis or Bournemouth. In most cases, these 
resorts drew their custom from nearby cities - Manchester and Liverpool for 
Blackpool, London for Bognor Regis and Brighton, and so forth. However, the 
advent of the jet aircraft made flying much cheaper, and during the late 1950s 
and early 1960s package holidays to foreign countries began to become popular. 
Air-inclusive tours (AITs) boomed during the next 20 years, but as travellers 
became more sophisticated the idea of a package holiday became less appealing 
- people wanted to set their own agendas on holiday. During the 1990s cheap 
airlines became established, and the main advantage of the AIT (low overall cost] 
was eroded. 

The range of choice of holiday is now vast, to take account of the variety of cus¬ 
tomer needs and customer experiences. At one end of the spectrum, there are 
holidaymakers who look for an organised tour from a knowledgeable firm, where 
the holiday experience is managed almost entirely by the tour operator. Examples 
of this include guided tours of Egyptian antiquities, cruises, or two-centre holi¬ 
days where the customers spend part of their time in a major city and part of 
their time on a beach somewhere. At the other end of the scale, backpackers and 
independent travellers book themselves a flight, and find their hotels or hostels 
when they arrive, needing no more than a good guide book and a smattering of 
the local language. 

For firms in the holiday industry, segmenting the market is therefore complex. 
Package holidays might be AIT or non-AIT (mostly self-drive tours to Ireland or 
France). The market could be segmented by destination (France, Spain, Greece and 
North America are the most popular destinations for Brits). The market may be 
segmented by degree of independence of the holidaymakers. It may even segment 
by income - backpackers are at the budget end, whereas many people in their 50s 
and 60s have high disposable incomes and take luxurious holidays. 

Some holidaymakers look for specific activities (skiing, sightseeing, surfing, 
etc.). There were 954 000 ski trips taken from the UK in the 2001/2002 season 
alone, according to researchers Mintel. Packages aimed at such customers 
sometimes include tuition or expert guides. Other holidays aim at relaxation - but 
even here the market can be segmented. There is a great deal of difference 
between a relaxing holiday aimed at 18 to 30 year olds and one aimed at families 
with small children. 

The final complication for holiday companies is that individuals often shift from 
one segment to another. The young people looking for a lively night-life five years 
ago might be looking for a quiet location where their children can be entertained 
this year. Equally, someone who backpacked across India five years ago might be a 
rising executive looking for a honeymoon trip on the Orient Express this year. Even 
within a shorter space of time, it would not be unusual for someone to take a 
cheap, self-organised holiday for one chunk of leave and take a more organised 
package holiday later in the same year. Over a longer period of time, backpackers 
become family people and eventually become well-off older people - people aged 
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over 50 are among the most affluent in the country, and also frequently have the 
most spare time available to enjoy foreign holidays. 

Undoubtedly the package holiday is not yet dead, but the strongest growth is 
in the independent sector. How tour operators will counter this trend remains to 
be seen. 

Questions 

1 What bases for segmentation might be appropriate in the holiday business? 

2 Which segments are likely to show the strongest growth in the next 10 years? 

3 Which segments are likely to shrink in the next 10 years? 

4 How might tour operators respond to the growth in the independent sector? 

5 How might a holiday marketer track people who apparently shift from one 
segment to another? 


SUMMARY 


This chapter has been about ways of dividing markets up into manageable por¬ 
tions. Here are the key points from this chapter: 

• There are few, if any, mass markets left untouched. 

• If most consumers already own the core benefits of a product, the market must 
be segmented if success is to follow, since there is otherwise no reason for 
consumers to switch brands. 

• Segments must be measurable, accessible, substantial and congruent. 

• The profitability of a segment is calculated as the number of people in the 
segment multiplied by the premium they are willing to pay. 

• The narrower the segment the fewer the customers, but the greater the 
satisfaction and the greater the premium they are willing to pay (provided the 
segment has been correctly identified). 

• There are many ways to segment a market, in fact as many ways as there are 
groups with congruent needs. 

• Targeting is concerned with selecting an appropriate segment or segments, 
and approaching it in a consistent and effective way. 
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• Some segments are defined by the media used to target them. 

• Sales forecasting is difficult, but can most easily be accomplished where the 
product is a fairly standard item. 

• Forecasting is likely to be self-fulfilling if all the interested parties are involved 
in the process. 



CHAPTER QUESTIONS 


1 What might be the segmentation bases for the home computer market? 

2 What sales forecasting approaches would be most suitable for the launch of a 
new family car? 

3 When should an industrial market be segmented geographically? 

4 When should a consumer market be segmented geographically? 

5 How might a TV company assess the viability of a new drama series? 



MULTI-CHOICE QUESTIONS 


1 Dividing markets into groups of customers with similar needs is called: 

(A) Segmenting. 

(B) Targeting. 

(C) Perceptual mapping. 

2 Positioning is the process of: 

(A) Putting the product in the right shops. 

(B) Putting the product in the right place in the customer's mind. 

(C) Putting the product in the right place within a retail store. 

3 The purpose of segmentation is: 

(A) To ensure that resources are used in the most effective way. 

(B) To make it easier to find customers. 

(C) To help customers understand what our products are. 

4 Segmenting a market according to where people shop is an example of: 

(A) Geographic segmentation. 

(B) Psychographic segmentation. 

(C) Behavioural segmentation. 



Further reading 


5 Which of the following is inappropriate for segmenting industrial markets? 

(A) Psychographic segmentation. 

(B) Geographical segmentation. 

(C) Behavioural segmentation. 

6 Niche marketing is an example of: 

(A) Differentiated marketing. 

(B) Undifferentiated marketing. 

(C) Concentrated marketing. 

7 Delphi is used for: 

(A) Segmenting. 

(B) Targeting. 

(C) Sales forecasting. 

8 The proportion of single-person households in the UK is: 

(A) 50% 

(B) 30% 

(C) 40% 

9 Australia's influx of Asian immigrants will cause: 

(A) Demographic changes. 

(B) Increased markets. 

(C) Psychographic changes. 

10 A low-resource company in a mass market containing high-differentiation 
consumers should: 

(A) Follow an undifferentiated strategy. 

(B) Follow a differentiated strategy. 

(C) Follow a concentrated strategy. 


FURTHER READING 


Unlike consumer behaviour or marketing communications, there are relatively 
few texts that cover segmentation in any great detail. 

Consumer Behaviour and Marketing Strategy, 4th edn, by J. Paul Peter and Jerry C. 
Olson (Chicago, IL, Irwin, 1996) has a good section on segmenting consumer 
markets in Chapter 16. 

Zikmund and Amico's Effective Marketing: Creating and Keeping Customers (St 
Paul, MN, West, 2001) has a good account of segmentation methodologies in 
Chapter 7. 
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GLOSSARY 


Behavioural segmentation Grouping potential customers according to their 
activities, attitudes and lifestyles. 

Break-down forecasting Predicting sales by calculating the firm's share of the 
overall market. 

Build-up forecasting Predicting sales by calculating the firm's share of each 
segment and adding these together. 

Core benefits The benefits that would apply to all consumers of the product 
category. For example, all cars provide the core benefit of personal transportation. 

Customer survey Forecasting sales by asking customers how much of the 
product they expect to buy. 

Cycle analysis Examining earlier sales figures to see whether there is evidence of 
a recurring pattern over a period of years. 

Delphi technique Forecasting by asking each interested party to make their own 
estimate, then circulating the estimates to the other members of the group for 
comment and revision. 

Demographic segmentation Grouping potential customers according to their 
position in the structure of the population. 

Differentiated marketing Concentrating effort on a segment or segments by 
offering a product which the target customers would see as superior. 

Distributor survey Forecasting sales by asking the firm's distributors to estimate 
how much of the product they expect to sell. 

Executive judgement Forecasting sales by asking senior management to estimate 
the potential business. 

Geographic segmentation Dividing potential customers into groups according 
to their location, either nationally or in smaller areas, for example areas of a city. 

Multivariable segmentation Grouping potential customers according to several 
segmentation bases. 

Niche marketing Concentrating effort on a very small market segment. 

Perception The analytic and synthetic process of developing a world view. 

Perceptual mapping The process of positioning products, events and experi¬ 
ences in relation to one another. 

Positioning The grouping of similar product types together in the consumer's 
perceptual map. 


References 


Premium The amount a customer is prepared to pay above the price of a 
standardised product in order to obtain a product which more closely fits his or 
her needs. 

Psychographic segmentation Grouping potential customers according to their 
personality traits. 

Random factor analysis Examining the abnormal figures within the analysis of 
sales trends to attribute causation. 

Salesforce survey Forecasting sales by asking members of the salesforce to 
estimate how much of the product they expect to be able to sell. 

Seasonal analysis Examining earlier sales figures to see whether there is 
evidence of a recurring pattern over a period spanning less than a year. 

Single-variable segmentation Grouping potential customers according to one 
segmentation base. 

Targeting Selecting the segments that would be most effective in meeting the 
firm's overall aims. 

Test marketing Offering a new product within a small geographical area in 
order to obtain data for estimating sales for the market as a whole. 

Time-series analysis Estimating future sales by looking at a series of sales 
figures from an earlier time. 

Trend analysis Predicting future sales by examining tendencies in past sales 
figures and projecting forwards. 

Undifferentiated marketing Marketing to the entire population, on the assumption 
that everybody is a possible customer for the product, and therefore the market is 
not segmented. 

Usage rate The quantity of the product that an industrial customer will use in a 
given period. 
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Objectives 

After reading this chapter you should be able to: 

explain the difference between data and information; 
describe the research process; 

explain the difference between qualitative and quantitative research; 

explain the difference between primary and secondary research; 

develop a sampling frame for a given piece of research; 

design a suitable questionnaire; 

explain the importance of correct interview technique. 
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INTRODUCTION 

There is considerable debate over the term 'market research'; many marketers 
believe that the term 'marketing research' is more appropriate. Market research is 
usually considered to be research into customer needs, wants and preferences; 
marketing research is sometimes used to describe all research carried out for the 
purpose of supporting marketing decisions. Whichever term is used, market 
research is concerned with the disciplined collection and evaluation of specific 
data in order to help suppliers understand their customers' needs better. 1 


THE NEED FOR MARKET RESEARCH 


Market research is the process of collecting, analysing and presenting useful 
information about consumers. Marketing researcl also includes the more gen¬ 
eral research into markets, which includes competitive activities and also 
environmental issues such as government activities and economic shifts. 

The first question any marketer should ask before embarking on a research 
exercise is whether the information gained will be worth more than the cost of 
collecting it. Market research can represent a substantial investment in both time 
and money terms; in some cases it is undoubtedly cheaper simply to go ahead 
with the project without carrying out any research at all. For example, if the total 
cost of sending out a mailing is less than £10000, but research into finding out 
whether or not it would be effective would cost £12000, it is obviously better not 
to do the research. More subtly, if the managers feel that the risk of the mailshot 
failing altogether is low, they may still not run the research even if it is much 
cheaper. If, for example, the management estimated the risk of failure at only 
10%, the value of the research would be only £1000. Therefore it might not be 
worthwhile carrying out research even if the cost of it were, say, £3000. 

In general, however, it is not wise to embark on a major commitment (such as 
launching a new product) without carrying out some market research before¬ 
hand. The vast majority of new products fail (see Chapter 6), and this is usually 
because the consumers do not think that the product is worth the money. Good 
market research will reduce the risk of this happening, and it has been said 
(wisely) that those who find research expensive should think about what igno¬ 
rance would cost. 

Types of research that are carried out by marketers are as follows: 

• Customer research. 

• Promotion research. 

• Product research. 


Distribution research. 
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• Sales research. 

• Marketing environment research. 

Customer research is intended to produce facts about markets and market 
segments; it provides information about where customers live, what they do with 
their time, what their motivations are, what they like to spend money on and 
what their spending power is, and what the trends are in the market. 

Promotion research measures the success of promotions in terms of their 
objectives. It relies on careful planning of objectives (see Chapter 9) but can pro¬ 
vide information about the suitability of the approach used in reaching a target 
audience. Research is also useful for determining which media should be used; 
since promotion in general, and advertising in particular, tends to be expensive it 
is important that the effort is not squandered on advertising in the wrong place. 

Product research is used to identify new uses for existing products, or to iden¬ 
tify needs for new products. Product research is often used to refine the design of 
an existing product to produce an improved 'Mark 2' version. 

Distribution research is concerned with finding the best channels of distribu¬ 
tion for a product; often it overlaps with consumer research, since the location of 
retail outlets will depend on where the target consumers live and on their habits. 
For example, many DIY products are distributed through edge-of-town outlets, 
which means that only those consumers with cars will be able to reach the store 
and buy the product. This will not matter if the product is an automotive one, but 
may matter if it is a product for elderly people, who may not own cars (or per¬ 
haps prefer not to drive). 

Sales research is intended to help the sales management process by ensuring 
that territories are of equal size or value, that the techniques and approaches 
being used are effective, that the training of the salesforce is appropriate and suf¬ 
ficient, and that the salesforce motivation is appropriate (see Chapter 9). 

Finally, marketing environment research examines aspects of the micro- and 
macro-environments (see Chapter 2). The purpose of the exercise is to ensure that 
the firm can anticipate environmental change and develop responses in advance. 

Very often research can be carried out fairly quickly and cheaply, since much of 
the information needed will probably already exist, either in published form or 
within the company's own records. Often the company records contain a great 
deal of useful data, or raw facts; analysis of those facts will turn it into usable 
information. The data items themselves are worthless until there has been some 
kind of thoughtful analysis to convert them to information. 

Marketing information systems are often set up to provide an automatic flow of 
data into the firm, with systems for regular analysis of the data. These systems used 
to be held on paper, with consequent emphasis on form-filling by salespeople, ship¬ 
ping departments, finance staff and others. In recent years, the increased use of 
computers (particularly desktop PCs) has allowed far more efficient systems to be 
put in place, and has reduced the amount of time spent on gathering information. 2 
There is always a trade-off involved between the value of information and the cost 
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in time, effort and money of obtaining it; by reducing the cost element, computers 
have increased the possibilities for obtaining useful data and converting it into 
usable information. Computer-based systems such as these are called ecision sup¬ 
port systems: an example is the electronic point-of-sale (EPOS) systems used by 
large retailers. These record every purchase made in the store so that the retailer 
can re-order stock in the correct amounts, can automatically analyse trends, and can 
even (with the use of loyalty cards) track an individual customer's purchases over a 
period of time. 3 

Decision support systems need to be user-friendly so that managers without 
training in data analysis can use them; this is the main reason for their popularity 
over paper-based information systems. 4,5 


THE RESEARCH PROCESS 


The purpose of the research is to collect data (and sometimes information) and 
process it into usable information that can be used to make management deci¬ 
sions. The first stage in any research process is to define the problem and set 
objectives. Figure 5.1 shows the research process. 

After setting the objectives, the process of collecting the data can begin. Data 
can be collected from either primary sources or secondary sources. Primary 
sources are original research: questionnaires, interviews, experiments or product 
tests with consumers. Secondary research (also called desk research) comes from 
already published information in journals, newspapers, commercially published 
market research, government statistics, directories, yearbooks, CD-ROM data¬ 
bases, the Internet, and other published materials. Secondary data are, in effect, 
second-hand data. 
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Normally it is sensible to begin the research process by looking at secondary 
sources. The reasons for this are as follows: 

• It is always cheaper. 

• It is always quicker. 

• Sometimes all the necessary information for making the decision has already 
been published and is available. 

• Even when the published information is incomplete, the researchers will only 
have to fill in the gaps with primary research rather than gather all the infor¬ 
mation first-hand. 

Secondary research will not necessarily tell the researchers everything they 
need to know. For example, if the company is planning to launch a new solar- 
powered personal FM radio set, it is unlikely that anyone will have carried out 
research specifically into solar-powered FM radio sets. There will probably be 
research on personal stereos, on radio ownership, on environment-friendly con¬ 
sumers and on solar power, so all these sources should be examined first. This 
will, at the very least, help with the design of the primary research. 

The other main drawbacks with secondary research are that it is often out of 
date, and that it can be hard for the researcher to be confident of its accuracy, 
since it is often published without giving details of the methods used in its collec¬ 
tion. Researchers therefore need to exercise some caution, but that certainly does 
not mean that secondary sources should be ignored. 

Having completed the search for secondary data, it is possible to design the 
primary research. This will involve deciding: (a) what gaps there are, in terms of 
the objectives and what is known from the secondary sources; (b) who we need to 
approach to get the information; and (c) the methods to be used. 

Deciding what we need to find out from the primary research means compar¬ 
ing what the secondary research says with the objectives that were originally set. 
Where there is information lacking, the researchers need to decide how to find it 
out, and who would have the information. 


APPROACHING RESPONDENTS 


Respondents are the subjects of research - the people whose behaviour and opin¬ 
ion are of interest to the researchers. The methodology will depend on what the 
researchers are hoping to discover. Methodology is not the same as method; 
methodology is actually the study of method, and is concerned with the philoso¬ 
phy behind the choice of a specific method. 
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Qualitative research 

Qualitative research is to do with how people feel about the product, advertise¬ 
ment or company; the approach is usually much more probing (and thus 
time-consuming) than would be the case with quantitative research, and there¬ 
fore the sample size (number of respondents) will be much smaller. Qualitative 
research will often tell researchers why people behave in the way they do, but 
since it usually consists of subjective opinions it can be difficult to quantify Table 
5.1 shows some of the methods used in qualitative research. 

It is not unusual to carry out qualitative research before designing a quantita¬ 
tive study, to find out the dimensions of the problem; the researcher might then 
carry out a questionnaire-type survey to find out how many people agree with 
the statements made in the qualitative study. Because of the cost and time 
involved, there has been a movement away from this extensive approach, how¬ 
ever, and much more research is being done using qualitative methods only. 9 


Quantitative research 

Quantitative research methodology deals with areas that can be expressed in 
numbers. It will tell researchers, for example, what proportion of the population 
drinks tea in the mornings and what their ages and occupations are; what it will 
not do very easily is tell researchers why those people prefer tea to coffee. 


Surveys 

Most people have at some time or other been asked to participate in a survey, and 
this method remains the commonest method of collecting quantitative data. 
Surveys can elicit facts about the respondent's behaviour and possessions, can 
find out opinions about issues and ideas, and can sometimes elicit interpretations 
of the respondent's actions or opinions. Table 5.2 shows some survey techniques. 

A major problem with any survey lies in ensuring that the right questions are 
asked, and that they are asked in the right way. A typical questionnaire would ask 
respondents about their behaviour and attitudes, and about themselves; this is 
important for classification purposes. Obviously the researcher will be unable to 
say '25% of 25-35-year-olds buy beer at least twice a week' if the questionnaire 
did not ask the respondents their age, but most questionnaires would need to 
contain much more detail about the respondents. The questions about the respon¬ 
dents themselves must be discreet as well as relevant, and this requires 
considerable skill on the part of the researcher in deciding what might or might 
not be relevant to the study at hand. 
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TABLE 5.1 


Qualitative methods 


Method 

Explanation 

Group depth interview, 
or 

A group of six or eight people is recruited and invited to talk about the subject. This 
method tends to produce a wide range of opinion, because each member of the 
group will 'trigger' the other members to think of things to say. On the other hand, 
group pressure may mean that only the most vociferous respondents' views are 
expressed. 

Exploratory groups 

A type of focus group used at the initial stages of market research to find the 
dimensions of the problem. Dimensions are the factors which are of interest to 
respondents about a particular marketing issue. Exploratory groups usually 
consist of a cross-section of potential consumers. 

Clinical focus groups 

On some issues, respondents’ attitudes may be hidden below the conscious level. 

These groups are used in a clinical setting where the researcher can judge 
whether the person's true feelings are being expressed. Clinical focus groups are 
also heterogeneous. 

Experiencing focus 
groups 

These groups are homogeneous, and allow the researcher to gauge the feelings of 
a group of actual customers for the product category under consideration. 

Teleconferencing 

Teleconferencing involves a group discussion conducted over the telephone. 

Similar to a focus group, this avoids the necessity of bringing people together 
physically and also can make people feel easier about expressing themselves. The 
technique is particularly useful for focus groups involving managers in industry. 

Video-conferencing 

Like teleconferencing, but with vision. This has the major advantage of allowing the 
researcher to see people's facial reactions, which often say more about a person's 
true feelings than do words. 

Depth interviews 

Usually carried out by highly trained interviewers or psychologists, the depth 
interview uses probing questions to uncover the respondent's deepest feelings. 

Projective techniques 

Subjects are presented with ambiguous, unstructured situations and invited to 
respond. Because the situation is unclear, the respondents must use their 
imaginations to respond, in the course of which their own true feelings will be 
revealed. Projective techniques are used when a direct response might be 
embarrassing for the respondent. 

Word association 

A projective technique in which the respondent is asked to say the first thing that 
comes to mind when the researcher says a particular word. The theory is that the 
respondent does not have time to censor his or her response, so that the 
respondent's true feelings are revealed. 
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TABLE 5.1 


Qualitative methods / continued1 


Cartoon tests 

Another projective technique; the respondent is shown a cartoon and asked to 
supply the captions for it. The respondent will actually put his or her true feelings 
down; since it is only a cartoon, no blame can attach to the respondent for what the 
characters are 'saying'. 

Third-person 

techniques 

This projective technique is simple to apply: the respondent is asked what he or 
she thinks another person ('your neighbour' or 'most people') would say or do in a 
given situation. The respondent would typically give their own opinion as if it were 
that of the third person. 

Analogy 

Here the respondent's personality is linked to a prospective purchase. For 
example, the respondent might be asked to imagine what it would be like to 
actually be a new BMW car. The respondent might say '1 feel powerful' or '1 feel 
ready for my new executive owner'. 6 Analogies help marketers develop 
communications strategies targeted at specific groups of consumers. 

Experimentation 

Respondents are invited to do something, or are shown an item and their 
responses are monitored. For example, Goodyear Tire and Rubber Company used a 
virtual shopping computer simulation to examine brand equity issues. 7 

Observation 

The researcher watches the consumers and notes their behaviour. For example, a 
researcher might stand outside a shopping mall and count how many people go in. 
Fisher-Price, the toy manufacturer, runs a free creche in Chicago and gives the 
children prototype toys to play with in order to see which ones the children like 
best, and how they play with the toys. 8 


TABLE 5.2 


Survey techniques 


Method 

Explanation 

Postal surveys 

Questionnaires sent to respondents through the mail. Respondents fill in the 
answers and mail the survey back. They have the advantages of being cheap, of 
avoiding interviewer bias and of being capable of containing questions on a broad 
range of issues. They have the disadvantages of (typically) having a low response 
rate, of not allowing the researcher control over the respondent, and of the 
possibility of someone other than the addressee (e.g. a secretary or assistant) 
filling in the replies. 

Personal 

interviews 

Here the researcher goes through the questions face-to-face with the respondent. 

This technique is more expensive than a postal survey, but gives the researcher 
control over the process (e.g. the order in which questions are asked and 
answered). The cost is high, and refusal rate (the proportion of people who refuse 
to participate) is also high. 
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Telephone surveys 

Here the questionnaire is administered over the telephone. This has the advantage 
of being quick and cheap, with a high response rate, while still allowing the 
researcher to control the process. The disadvantage is that respondents 
sometimes suspect that they are about to be subjected to an unwanted sales pitch, 
and also the list of telephone numbers may be out of date. In recent years, people 
have been able to opt out of inclusion on telephone lists by registering with the 
Telephone Preference Service, which means that a large number of potential 
respondents have been removed from the system. 

Self-administered 

surveys 

This method is often used in service industries such as hotels and restaurants. 
Questionnaires are left for customers to fill in and put into a box, or mail back. The 
major drawback of this method is that not all customers will fill in the survey; only 
those who are exceptionally pleased or exceptionally disappointed are likely to fill 
them in, so the management will get a distorted picture of the customer 
satisfaction levels. 

Panels 

A panel is a group of respondents who regularly respond to surveys. Some panels 
are set up on a permanent basis and are often made available to researchers by 
commercial market research companies. Sometimes panels are used by a group of 
firms to carry out research which is syndicated to the group. Panels are expensive 
to set up, but relatively cheap to run and have the major advantage of offering a 
very high response rate. 

Omnibus studies 

Omnibus surveys are usually carried out by commercial market research agencies 
who combine several studies into one questionnaire. This reduces the cost for each 
client, and ultimately reduces effort for respondents since they will need to give 
their personal details only once. For an omnibus survey respondents will be asked 
about several unrelated topics; the questionnaires tend to be somewhat long and 
arduous to complete so respondents are often rewarded with a small gift. 


Questionnaire design can be a lengthy process for this reason. The criteria for 
writing survey questions are as follows: 

• Questions need to be short, simple and unambiguous. 

• Questions should not be leading - in other words they should not direct the 
respondent towards a particular answer. 

• The questionnaire's introduction should be persuasive, and must qualify the 
respondent as belonging in the sample. 

• The answers must be capable of analysis, preferably by computer. 

• Questions must be necessary and relevant to the study. 

• The respondent must have the information needed to answer the question. 
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• Respondents must be willing to answer the questions. If the questions get too 
personal, people will not respond. 

• Questions must be specific. Avoid asking two questions at once: e.g. 'Was your 
holiday pleasant and good value for money?' Holidays can be pleasant with¬ 
out being good value. 

• Hypothetical questions should be avoided; they require guesswork on the part 
of respondents, and also can rarely be worded in such a way that respondents 
have enough information to answer. 

Even experienced researchers have difficulty in writing effective questionnaires; 
what is a clear and obvious question to one person may have a different meaning 
to another, so it is usually a good idea to pilot all questionnaires. This means test¬ 
ing the first draft of the questionnaire by asking a group of typical respondents to 
fill it in, then analysing the results. Often (in fact usually) this process will throw 
up errors in the design; these can be corrected before the finished version is used 
on the overall sample of respondents. If several errors are detected at the pilot 
stage, it may be worth considering piloting a second time; many surveys have 
been run only to find that there is a major ambiguity in one or more questions, 
invalidating the entire project. 


Sampling 

Sampling means choosing who to ask. It is usually not feasible or necessary to ask 
everybody in the target market to give an opinion on a given issue, but it is 
important to ask enough of the right type of people to ensure that the data we get 
are reasonably representative of the market as a whole. 

Finding the right mix of respondents is important because the researcher is 
attempting to draw conclusions about the target market as a whole; for many sur¬ 
veys less than 100 respondents' opinions would be solicited in order to draw 
conclusions about consumers numbering in the millions. This means that a small 
sampling error will be multiplied manyfold when the analysis takes place. 

The sampling frame is the list of possible respondents from whom the 
researcher wishes to draw a sample. In some cases this list will be available: for 
example, if a researcher wants to sample the opinions of doctors, it is possible to 
obtain a list of names and addresses for every doctor in the country. It would then 
be relatively simple to construct a sample from the list. It is more likely, though, 
that the list the researcher wants is unavailable: for example, a list of people who 
have played squash in the last three months probably does not exist. In those cir¬ 
cumstances the researcher would have to construct a representative sample of 
individuals with the required characteristics. This can be a difficult task. 10 

Table 5.3 shows some sampling methods. 
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TABLE 5.3 


Sampling methods 


Sampling method I Description Advantages Disadvantages 


. or 

probability sample 


Each individual in the 
population at large has 
an equal chance of 
being included in the 
sample. 


Will give a clear 
cross-section of 
the population. 


Almost impossible to 
achieve. Most so-called 
'random' samples are 
seriously biased: for 
example, choosing names 
from the telephone book 
might seem 'random', but 
in fact only people with 
landline telephones will 
be included, and even 
then those who are 
ex-directory will not be 
included. 


Quota sample 


An analysis of the 
population is undertaken 
first of all, often from 
the census data. Then 
a quota for each 
category (e.g. women 
aged 35, men aged 20, 
middle-aged 

professionals) is drawn up 
and interviewers are told 
to fill the quota. 


Will produce a clear 
cross-section of 
opinion, provided the 
basis for the quota 
is correctly set. 


Often means that 
interviewers are rejecting 
respondents because 
they do not fit the quota, 
and towards the end of 
the day the interviewers 
might be spending a lot of 
time looking for that last 
35-year-old manual 
worker with two children. 


Similar to quota 
sampling in that broad 
bands of the population 
are specified, but the final 
choice of respondent is 
almost taken by chance. 


Less waste of Not as accurate as quota 

respondents than sampling. 

quota sampling, 

more flexibility 

for interviewers 

and therefore 

cheaper. 


Recently there has been a move away from probability sampling towards 
quota sampling and a growing use of databases for sampling. 11 The reasons for 
this are that quota sampling is easier and more reliable, and databases provide a 
quick and easy way of sampling for postal questionnaires. 
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Interview technique 

When conducting interviews, it is all too easy for the interviewer to 'lead' the 
respondents into making the 'right' statements. Sometimes respondents will 
encourage this by asking questions themselves; good interviewers will avoid the 
temptation to step in and help at this point. 

Some ways to avoid this are to use statements such as, 'Well, it's your opinion 
that's important. What do you think?' or perhaps just to give a questioning look. 
It is also advisable to explain to the respondents beforehand that you will not be 
able to help them with the answers. 

In the case of a focus group or group depth interview, there is a problem of 
judging whether to let a particular line of conversation continue or not. What 
may at first appear to be an entirely irrelevant digression from the subject may 
eventually turn round and produce something very insightful; on the other hand, 
if the interview just degenerates into a general chat nothing useful will arise. The 
moderator could, possibly, just ask how the topic relates to the subject of the 
research. This will sometimes produce a quick explanation of the relationship, or 
otherwise a quick return to the point of discussion. 

In practice, groups usually do keep to the subject at hand; digressions are few, 
and usually short-lived. 


Sources of bias 

Bias is the effect whereby the results of a survey are rendered unreliable by some 
external force. The commonest sources are sampling bias and interviewer bias. 

Sampling bias 

This results from taking a sample that is not representative of the population we 
wish to study. It is easy to fall into the trap of thinking that the sample is repre¬ 
sentative, when in fact it has been drawn from a small population. For example, a 
researcher might carry out a survey in a high street, stopping every third shopper. 
This survey will not be representative, since it includes only those who shop in 
that high street on that day. A survey of this type undertaken on a Tuesday after¬ 
noon, for example, might include a higher proportion of pensioners and 
unemployed people than there are in the population at large. A similar survey 
undertaken on a Saturday afternoon might exclude most sports fans. Sample bias 
is common, and difficult to avoid. 

Interviewer bias 

This comes about because the interviewer wants to help the respondent to answer 
the question. Interviewers naturally want to get through the questionnaire with 


Analysing the results 


the minimum of problems, and they are also acutely aware that the respondent 
probably has better things to do than answer awkward or badly phrased ques¬ 
tions. If the interviewer finds that respondents are showing a negative reaction to 
some questions, he or she might skip past those questions in future, and 'guess' 
the answers. Sadly, it has been known for some unscrupulous interviewers to fake 
the answers altogether if they are having difficulty in finding enough respondents 
to fill the quota. 11 

Interviewer bias can be subtle; in one-to-one open-ended interviews the inter¬ 
viewer's body language (facial expressions, movements, etc.) can convey a 
message to the respondent that leads to a specific answer being given, or to some 
information being withheld. 


ANALYSING THE RESULTS 


Analysis has three distinct stages: editing, which means discarding any inconsis¬ 
tent or spoiled responses; tabulating, which means totalling the various 
responses and cross-tabulating them; and interpreting, which means saying what 
the figures mean. 


Qualitative data analysis 

Until relatively recently the analysis of qualitative data was heavily reliant on the 
judgement of the researcher. The traditional approach has been to make tran¬ 
scripts of recordings made during focus groups or depth interviews, then make 
an overall judgement of the views expressed using quotes to support the argu¬ 
ment. This approach has been criticised on the grounds that it lacks the rigour of 
quantitative methods. 

With the widespread use of computers, programs have become available for 
the analysis of qualitative data. Programs are available to carry out the following 
operations: 

• Find individual words or phrases. Having decided which are the key phrases 
or words that are significant in the study, the researcher can tell the computer 
to find and count such words and phrases. 

• Create indexes to show where and in what context the words and phrases have 
been used. Rather like a book index, this allows the researcher to attribute 
phrases to types of individual. 

• Attach key words or codes to segments of text. Sometimes respondents will be 
talking about a particular issue without using the actual words that the 
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researcher believes are the key ones. Some programs allow the researcher to 
add relevant codes and key words to identify subject areas in the text. 

• Connecting the categories. This allows the researcher to see whether some 
types of statement are associated with other types of statement: for example, 
whether those respondents who make right-wing comments also prefer 
powerful cars. 

Table 5.4 gives some examples of computer programs for analysis of qualitative 
data. The list is by no means exhaustive; there are many other programs available 
to help in qualitative analysis, and more are being developed. Such programs can 
only help take the tedium out of the analysis; they will not do the thinking for the 
researcher, and a great deal of judgement is still needed in qualitative analysis. 12 

Presentation of the data is not numeric. It is not appropriate to ascribe percent¬ 
ages to the comments made, since the sample used is small and the process of 
ascribing key words and codes to the data is not precise. Typically, qualitative 
data analysis results in a set of matrices, or a network. A matrix is the cross-tabu¬ 
lation of two lists, set up as rows and columns; a network is a diagram showing 
the relationship between concepts. 

For example, a tree taxonomy is a network showing how concepts relate; it is 
rather like a family tree. A tree taxonomy for eating out is shown in Figure 5.2. 


TABLE 5.4 


Analysis tools for qualitative data 


Program 

Description 

QSR NUD*IST 

Indexes, searches and supports theorising; will handle text or non-textual records 
such as photographs and tape-recordings. Connects categories, and is good at 
generating taxonomies (see below). 

QUALPRO 

Researcher has to segment and code, then QUALPRO will find and assemble the 
indicated segments. 

ETHNOGRAPH 

Does what QUALPRO does, but can also find text that has been coded two or more 
ways. 

Longman Concordance 

Creates a KWIC (key word in context) file by searching for the key word identified by 
the researcher and abstracting it with the words around it so as to develop a list of 
places where the key word appears. 





Analysing the results 


Eating out 


Luxury restaurants 


Shopping lunches 


Fast food 


f 


} r i ( 




Italian 


French In-store Pub/bar Burgers 


Pizzas 


Chinese 


cafes/ lunch 

shopping 
mall 


( 


1 


Steakhouse 


Traditional 


Wine bar 



Tree taxonomy for eating out 

The final stage in qualitative analysis is to interpret the findings into some¬ 
thing usable by managers. Again, this requires a degree of judgement on the part 
of the researcher, and (in common with quantitative analysis) researchers can 
usually only draw inferences about what is probably happening, rather than 
make categorical statements about what is happening. For this reason most 
market research reports tend to be lengthy and contain details on the reasoning 
behind the statements made. 

Quantitative data analysis 

Quantitative data analysis follows the editing, tabulating and interpreting format 
described earlier. Putting the data into tables needs to be considered at the design 
stage of the research; projects have been known to collapse because the question¬ 
naire proved impossible to analyse. Normally the data would be cross-tabulated 
so that the researcher can identify which type of respondent gives each type of 
answer. For example, research into soft drink consumption might show that 40% 
of the respondents buy soft drinks at least four times a week, and 5% buy soft 
drinks every day. The researcher would now need to identify which of the 
respondents do this, and what else they have in common: Are they all young? 
What are their incomes? Which newspapers and magazines do they read? This 
enables the marketers to target that segment of the market. 
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One of the problems of quantitative analysis is determining how reliable the 
information is. Because only a small number of people have been surveyed (com¬ 
pared with the population at large), errors can easily be multiplied. The larger the 
sample, the more reliable it will be, and the more confident the researcher will be 
that the data reflect a true state of affairs in the population. 

The mathematics of analysing the data is beyond the scope of this book, but 
statistical techniques exist that will enable the researcher to say how reliable the 
results are likely to be, and also to say which are the relevant factors in the 
research (see Further Reading at the end of the chapter). Figure 5.3 shows a broad 
overview of the quantitative methods used in marketing. 
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FIGURE 5.3 


Statistical methods chart: PERT, program evaluation and review technique; CPM, critical path method 


(Source: Adapted from Meidan 13 ) 















Analysing the results 


Statistical testing should, if carried out correctly, tell us whether this year's 
results are following a similar pattern to last year's, and whether this relationship 
actually means something, or merely came about by accident. Table 5.5 shows 
some of the statistical methods available, and the results that can be obtained. 

There are, of course, a great many more statistical tools available, most of 
which are easily available on computer programs such as SPSS or Windows 
Excel. This means that the hard work of doing the calculations is taken away, but 
researchers still need to understand the principles behind the statistical tools if 
they are to be able to draw sensible conclusions from the answers. 

For example, a researcher might have surveyed 100 people to find out how 
many of them would be prepared to buy a new brand of beer. The researcher 
finds that 42% of them, having tasted the beer, say that they would buy the beer, 
and on looking at the results for those people it turns out that three-quarters of 
them are manual workers. This seems to show that manual workers are much 
more likely to try the beer than are white-collar workers, but it is possible that the 
researcher just happened to ask an unusual group of manual workers, and most 
manual workers in the population at large would stay loyal to their current brand 
of beer. 

A f-test might show that the results of the survey are significant at the 95% con¬ 
fidence interval. This means that the researcher is 95% confident that the results 
can be relied upon; there is still, however, a 5% chance that the results have come 
about by a fluke. Unless the researcher talks to everybody in the country, there will 
always be some chance that the sample chosen is not typical; in practice, of course. 


TABLE 5.5 


Common statistical methods 


Statistical method 

Explanation 

Exponential smoothing 

Detects trends in the data by smoothing out the peaks and troughs. Gives more 
weight to recent data. 

Regression analysis 

Compares one set of data with another to show whether a trend in one set relates 
to a trend in the other. 

Correlation 

Shows the degree to which one set of data relates to another. 

Factor analysis 

Shows which factors relate to each other by relating them to a set of (theoretical) 
extra factors. 

Significance testing, 
e.g. f-tests. 

Tests whether the results of a survey can be relied on, or whether they could 
simply have come about by chance. 
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it is impossibly expensive to question the entire population of the country, so 
researchers will always be working with samples of the population. In general the 
larger the sample, the more reliable the results, but this is what a f-test will show. 
By comparing the size of the difference between the groups with the overall 
sample size, a f-test will show whether the sample was large enough to be confi¬ 
dent that the difference is a real one, and not one that has appeared by chance. 

Statistical methods are relatively easy to apply with the use of a computer, but 
the most exacting part of the analysis is interpreting the results. For example, the 
research may show that 40% of people under 35 say that they prefer one type of 
washing powder to another. This is an interesting piece of information, but it still 
begs the question of why this should be so. Often research of this nature throws 
up as many questions as it answers, and the researchers may find themselves 
going back to the beginning and re-designing the research to answer a different 
set of questions. Usually qualitative research is more useful than quantitative 
research in finding out why people behave the way they do. 

Overall, market research is not a simple proposition. There are many pitfalls for 
the unwary, but the alternative is almost always worse: examples abound of compa¬ 
nies who failed to carry out appropriate market research, launched their products 
and lost millions before their mistakes could be corrected. Because of the subjective 
nature of consumer behaviour, no market research is ever going to be fully accurate, 
but good research will always improve the marketer's 'batting average'. 

For example, in Denmark there was a steady decline in the consumption of 
fresh fish during the 1980s and 1990s. Research showed that consumers thought 
that fish was difficult to prepare, and awkward to eat because of the number of 
bones. The Danish fishing industry developed a series of advertisements that 
showed easy recipes for fish, and also packaged a range of fish guaranteed to be 
bone-free. The result has been a doubling of the consumption of fish in Denmark; 
a similar campaign in the United Kingdom has yielded equally impressive results. 


CASE STUDY 5: RECLASSIFYING THE CENSUS 

Every 10 years since 1841, the UK has held a national census. Heads of households 
throughout the country have been competted by taw to fill in details about the 
people staying in their homes on Census Night: the information is used to measure 
changes in the demography of the country, to analyse population movements, and 
to plan for future provision of social welfare programmes. For example, knowing 
how many newborn babies there are in the country gives the government five years 
to plan for primary-school provision, and knowing how many 50-year olds there are 
allows 15 years for pension planning. 

For the 2001 National Census, the UK's Office for National Statistics (ONS) did 
away with the 90-year-old system for socio-economic classification of the popula¬ 
tion. The system, which classified people as A, B, Cl, C2, D or E, was first used for 
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the 1911 census: marketers have long considered these classifications to be past 
the 'sell-by' date and have been using commercially available classifications such 
as ACORN, which classifies people according to the type of housing they live in. The 
ONS's new system classifies people as higher managerial and professional (for 
example doctors], lower managerial and professional (teachers], intermediate 
(computer engineers], small employers and own-account workers (such as shop¬ 
keepers), lower supervisory, craft and related (electricians], semi-routine 
(gardeners) and routine occupations (such as cleaners). An additional category for 
those who have never worked, or are long-term unemployed, will also be used 
when possible, and the new classifications will also focus on the working condi¬ 
tions and fringe benefits of the job. 

The new method is more scientific, and reflects changes in the structure of the 
working population since 1911. The reduction in the number of people employed in 
manufacturing and the increase in the number of skilled workers in service indus¬ 
tries, coupled with the increasing trend towards career changes, mean that the old 
system became irrelevant. 

From the viewpoint of market researchers, the changes are welcome, but do not 
go far enough. A consortium of seven companies that are big users of demographic 
data has been pressuring the government to include more marketing-orientated 
questions in the census. For example, the consortium would like to see questions 
on religious belief and on income included. Agreement to include religion has been 
reached, but a parliamentary debate will be necessary to discuss the inclusion of 
income. Although income information is available through published statistics from 
the Inland Revenue offices, including the question in the census would enable 
researchers to estimate disposable income by combining data on number of chil¬ 
dren in the household and house size (based on the number of rooms in the 
house). This kind of information is currently not available on a national basis. 

Most commercial market research companies carry out extra surveys of their 
own to supplement the census data, but these surveys are based on samples of the 
population. Three-quarters of the data produced by these commercial firms are 
extracted from the census and refined in some way. Keith Dugmore, director of the 
consultancy Demographic Decisions, says that the census is 'the bedrock underly¬ 
ing direct marketing'. John Rae of CACI adds that he would rather use a census 
that is nine years old than use a recent partial survey. 

Socio-economic status, as classified by the 1911 system, refers to the occupa¬ 
tion of the head of the household. This is, in itself, an outmoded concept given that 
the majority of British women work outside the home: thus the majority of house¬ 
holds are dual-income (except, of course, single-person households). The 
commercial researchers often use classifications that do not relate to the individ¬ 
ual's employment in any way. For example, ACORN and Mosaic classify 
respondents according to the type of housing they live in, and many research agen¬ 
cies carry out lifestyle surveys aimed at finding out how people prioritise their 
expenditure. Social grade is only one of around 70 variables included in the census, 
so researchers are able to use the rest of the information independently of the 
socio-economic classifications. 
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Whether or not more questions are included in the 2011 census will depend on 
the ONS's view of the degree to which the public should be burdened by form-fill¬ 
ing. Currently, the provision of the information is required by law, but the ONS is 
well aware that asking too many questions is likely to lead to falsification of 
answers. Currently the census is too important a tool for government and business 
to want to risk damaging it. 

Questions 

1 Why might a researcher prefer to use an old census rather than an up-to-date 
sample? 

2 What problems might arise from dropping the old socio-economic 
classifications? 

3 What might be the reasons for including religion in the census? 

4 Why might type of housing be more useful than level of income in predicting 
spending patterns? 

5 Why might people falsify information on the census? 



SUMMARY 


Market research is the starting-point of marketing planning, since it focuses on 
the needs of the customer and provides information that supports decisions 
designed to meet those needs. Without good information systems, the marketing 
planning and strategy activities have little hope of success, and will almost 
always focus on the beliefs of the senior management, which may bear no rela¬ 
tionship to the real needs of customers. 

Here are the key points from this chapter: 

• Data (raw facts) are useless until analysed and interpreted. 

• Secondary research should always be conducted before embarking on primary 
research. 

• Self-completion questionnaires need to be simple and unambiguous. 

• All questionnaires should be piloted at least once. 

• Careful training is needed to avoid interviewer bias. 


Multi-choice questions 


• Quantitative research is about the how and the what; qualitative research is 
about the why. 

• Market research is never 100% reliable. 



CHAPTER QUESTIONS 


1 What steps would you take to research the market for a new computer game? 

2 Questionnaires can sometimes be ambiguous or ask irrelevant questions. How 
can these sources of error be reduced? 

3 What can be done to overcome interviewer bias? 

4 Under what circumstances would qualitative research be more appropriate 
than quantitative research? 

5 What are the main drawbacks of questionnaires? 

6 What type of focus group would be best suited to an investigation of working 
women's food shopping habits? 


Ok f MULTI-CHOICE QUESTIONS 

1 A management information system is typically an example of: 

(A) Secondary research. 

(B) Primary research. 

(C) Customer research. 

2 Primary research is: 

(A) The research that is carried out first. 

(B) Research that is original. 

(C) The most important research. 

3 Which of the following is not an example of qualitative research? 

(A) A self-administered survey. 

(B) A focus group. 

(C) A cartoon test. 
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4 A random sample is: 

(A) A sample chosen in a way that the interviewer does not control. 

(B) A sample that represents the whole population. 

(C) A sample in which each member of the population has an equal chance 
of being included. 

5 People who participate in market research exercises are called: 

(A) Respondents. 

(B) Interviewers. 

(C) Surveyors. 

6 Product research is carried out in order to: 

(A) Find new uses for old products. 

(B) Identify new customers. 

(C) Identify new ways to distribute products. 

7 Which of the following is not a test of statistical confidence? 

(A) Af-test. 

(B) A chi-square test. 

(C) A cartoon test. 

8 Testing a questionnaire before running it is called: 

(A) Piloting. 

(B) Conferencing. 

(C) Sampling. 

9 A research exercise which investigates a number of different issues at once 
with the same respondents is called: 

(A) A decision-support system. 

(B) An omnibus study. 

(C) A panel. 

10 Environment research is concerned with: 

(A) Green issues. 

(B) Investigating pressure groups. 

(C) Investigating the general business climate within which the firm 


operates. 



FURTHER READING 


Ian Dey's Qualitative Data Analysis: A User-friendly Guide for Social Scientists, 
(London, Routledge, 1993) offers a very entertaining and readable guide to some 
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of the issues surrounding qualitative data analysis, as well as some techniques 
for carrying it out. 

Essentials of Marketing Research, 2nd edn by Tony Proctor (Harlow, Financial 
Times Prentice Hall, 2000) gives a concise yet comprehensive guide to marketing 
research techniques. In particular. Chapter 10 gives a straightforward guide to 
data analysis and the mathematical tools used by market researchers. 

Contemporary Marketing Research by Carl McDaniel and Roger Gates (St Paul, 
MN, West, 1996) is a comprehensive American text with a wealth of examples. 
The explanations are clear and the examples are realistic, although the whole 
book is geared to a US audience. 



GLOSSARY 


Analogy A projective technique in which the respondent is invited to identify 
himself/herself with a non-human object. 

Clinical focus group A heterogeneous group of respondents brought together 
under clinical conditions to discuss an issue. 

Customer research Information gathering regarding the customer's needs and 
wants. 

Data Facts gathered in the course of research. 

Decision support systems Computer-based information-gathering and interpreting 
systems used to inform marketing decisions. 

Depth interview An interview with an individual, using probing questions to 
arrive at the individual's innermost feelings. 

Distribution research Studies of distribution methods and systems with a view 
to improving distribution in the future. 

Editing The act of removing spoiled or aberrant data, prior to analysis. 

Experiencing focus group A homogeneous group of respondents brought 
together to give the researcher experience of talking to a group from the 
population of interest. 

Experiment A controlled event in which a subject is given a stimulus and 
his/her reactions are noted. 

Focus group A group of respondents brought together to discuss an issue in the 
presence of a moderator, who records the group's deliberations. 
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Information Data that have been interpreted and explained. 

Interpreting The act of extracting meaning from data in order to create information. 

Interviewer bias Errors in results caused by deliberate or accidental acts of the 
interviewer. 

Market research Studies of consumer needs, wants, behaviour and personalities 
in order to inform marketing decisions. 

Marketing environment research Information gathering about the organisa¬ 
tion's environment in terms of political, socio-cultural, economic and 
technological threats and opportunities. 

Marketing information systems Ongoing information-gathering systems and 
record-keeping systems used to inform marketing decisions. 

Marketing research All forms of information-gathering used to inform 
marketing decisions. 

Matrix A table in which data are arranged in two or more dimensions. 

Network A diagrammatic representation of the relationships between concepts. 

Omnibus studies Surveys carried out on behalf of several researchers at once. 

Panels Permanent or semi-permanent groups of respondents who are prepared 
to comment on a wide range of issues. 

Piloting The act of testing a questionnaire or other research tool on a small group 
of respondents in order to detect errors in its design. 

Postal surveys Questionnaires sent and returned through the mail. 

Primary researcl Research carried out first-hand; original, previously 
unpublished work. 

Product research Studies of customer and consumer responses to product 
offerings with a view to adapting future offerings. 

Projective techniques A research method which invites respondents to project 
their own views onto a third party, or a cartoon character, in order to avoid 
embarrassment. 

Promotion research Organised information-gathering regarding the 
effectiveness of promotional activities or potential audience responses to 
proposed promotional activities. 

Qualitative research Gathering of non-numerical data. 

Quantitative research Gathering of numerical data. 

Quota sample A group of respondents having the same mix of relevant 
characteristics as the sample frame. 
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Random sample A group of respondents taken from a sample frame, each 
member of which has an equal chance of being included in the random sample. 

Respondents Individuals who participate in research studies. 

Sales research Information gathering about the selling process in order to 
improve training and motivation of the salesforce. 

Sample A representative sub-group of respondents taken from the population as 
a whole. 

Sample frame The population of potential respondents from which a sample 
will be taken. 

Sampling bias Errors in results caused by studying an unrepresentative group of 
respondents. 

Secondary research Published research; second-hand information, already 
published and available. 

Stratified sample A group of respondents whose individual characteristics fall 
within specified strata of the overall sampling frame. 

Structured interviews The administering of a questionnaire-type survey in a 
face-to-face situation. 

Tabulating The arrangement of data in tables. 

Taxonomy The arrangement and naming of data. 

Teleconferencing Focus groups conducted over the telephone. 

Telephone surveys Administering a questionnaire over the telephone. 
Video-conferencing Focus groups conducted over a video link. 
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Objectives 

After reading this chapter you should be able to: 

describe the stages a product goes through from introduction to 
obsolescence; 

assess products in a given range and decide which ones are worth keeping 
and which should be dropped from the range; 

decide on an appropriate policy for developing and introducing new products 
to the market; 

identify some of the risks inherent in new product development; 
understand what a marketer means by 'product' 
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INTRODUCTION 


This chapter is about developing new products, and about product policy. The 
success of an organisation will depend, ultimately, on what bundles of benefits it 
offers to consumers; the decisions about what the firm should be offering need to 
be made in the light of the consumer's needs and wants. 

There is a strong positive relationship between a firm's innovative activities 
and its ability to survive and prosper, 1 so many companies place a strong empha¬ 
sis on developing new products to replace those which become obsolete, or 
which are superseded by competitors' offerings. 


DEFINING PRODUCTS 


Marketers define a product as being a bundle of benefits. This means that the prod¬ 
uct is more than just the sum of its physical characteristics; it includes fringe 
elements such as the brand image, the way the product is packed and delivered, 
even the colour of the box it comes in. Primary characteristics are those core 
benefits of the product that it has in common with its competitors; auxiliary char¬ 
acteristics are the features and benefits that are unique to the product. For 
instance, consider the contrast between a pizza from a delivery service and a 
pizza from the supermarket freezer. The primary characteristics of each are the 
same: a dough base with tomato sauce and cheese on top, with other ingredients 
included. The primary benefit is that each provides a tasty and filling meal; the 
auxiliary characteristics are where the two products diverge. 

Apart from the differences in flavour, ingredients and so forth, the delivery 
service is more expensive (perhaps double the price of the supermarket version). 
The supermarket pizza can be kept in the freezer and heated when needed, and 
can even be 'customised' by adding extra cheese or other ingredients. On the 
other hand, the delivery-service pizza includes the service element of delivery, 
and is already heated and ready to eat. Clearly the benefits are different, and 
therefore a marketer would say that the products are different. 

Marketers need to be aware of the ways in which the needs and wants of con¬ 
sumers are changing, so that the benefits offered by the product range can be 
tailored to fit those needs and wants. This is the function of market research (see 
Chapter 5) but it is important to make good use of the information gathered to 
see which new products might be developed, or which old products might be 
adapted, and also to see which products are nearing the end of their useful lives. 


Classifying products 


CLASSIFYING PRODUCTS 


Products bought to satisfy personal and family needs are consumer products; 
products bought for the purposes of resale or to be used to make other products 
are industrial products. As in any other question of marketing, the subdivision of 
these broad categories into smaller, more convenient categories is carried out by 
reference to the consumer or the customer. In the case of consumer goods, the 
classification will be as shown in Table 6.1. 


TABLE 6.1 


Classification of consumer products 


Classification 

Explanation 

Convenience products 

Cheap, frequently purchased items that do not require much thought or planning. The 
consumer typically buys the same brand or goes to the same shop. Examples are 
newspapers, basic groceries and soft drinks. Normally convenience products 
would be distributed through many retail outlets, and the onus is on the producer 
to promote the products, because the retailer will not expend much effort on such 
low-priced items. 

Shopping products 

The products consumers shop around for. Usually infrequently purchased items such 
as computers, cars, hi-fi systems or household appliances. From the 
manufacturer's viewpoint, such products require few retail outlets, but will require 
much more personal selling on the part of the retailer: so there is usually a high 
degree of co-operation between manufacturer and retailer in marketing the 
products. 

Speciality products 

Consumers plan the purchase of these products with great care, know exactly what 
they want, and will accept no substitutes. Here the consumer's efforts bend towards 
finding an outlet that can supply exactly the item needed: this accentuates the 
exclusivity of the product, so some marketers deliberately limit the number of 
outlets that are franchised to sell the products. An example of this is the American 
hair-product manufacturer Redken, which appoints a limited number of hair salons 
to carry its products. 

Unsought products 

These products are not bought; they are sold. Examples are life insurance, fitted 
kitchens and encyclopaedias. While most people would recognise the need for 
these items, it is rare for consumers to go out looking for them; far more 
commonly the products are sold either through an aggressive sales programme, or 
through a sudden change of circumstances which forces the consumer to buy (for 
example, most mortgage lenders require house buyers to take out life insurance). 
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TABLE 6.2 


Categorisation of industrial products 


Categorisation 

Explanation 

Raw materials 

Basic products that will be transformed entirely into something else. These are 
usually bought in large quantities, and usually have a standardised quality range 
and prices: this makes it hard for the producer to differentiate the product from 
those of the competitors. 

Major equipment 

The capital machinery and tools used for running the buyer's business. These are 
equivalent to shopping goods: the purchasers spend considerable time and effort 
in choosing which to buy, and therefore there is considerable emphasis on 
personal selling and on product differentiation. After-sales service is also crucial 
to success in this market. 

Accessory equipment 

Equipment used for the peripheral needs of the firm. Examples are office equipment 
and health and safety equipment. Often these are distributed through many 
outlets, and are more standardised than the major equipment items. This means 
there is more competition, but also a bigger market for such items as fire 
extinguishers or PCs. 

Component parts 

Finished items to be assembled into the finished product. These are usually bought by 
negotiation or tender; often the purchaser has the most power in the relationship, 
as with car manufacturers. 

Process materials 

Rather more advanced than raw materials, process materials might be the special 
alloys used in aircraft construction, or specially tailored plastics. From a marketing 
viewpoint, process materials are similar to component parts, but with more 
opportunity for differentiation. 

Consumable supplies 

Materials that are used by the purchasers but that do not become part of the finished 
product-, for example, industrial cleansing products. Consumable supplies are used 
for maintenance, repair and operation, so they are sometimes called MRO items. 

Industrial services 

The intangible products used by firms-, for example, industrial cleaning services, 
accountancy and legal services, and some maintenance services. Some firms 
provide these for themselves; for others it is cheaper to buy in the services as 
needed [for instance, a ten-man light engineering firm would not need a full-time 
lawyer on the staff). 


Likewise, industrial products can be categorised according to the use the pur¬ 
chasers intend to make of them. Table 6.2 illustrates this. In some ways, industrial 
buying has parallels with consumer buying behaviour (see Chapter 3), so paral- 






Classifying products 



lels can also be drawn with the types of product purchased. In both cases, the 
buyer is obtaining three levels of benefit from the product: 

• the core product benefits; 

• the actual product benefits; and 

• the augmented product benefits. 

These are shown in Figure 6.1. 

For example, the core benefit of buying a car is transportation of the owner, 
passengers and luggage. The actual product bought will differ from other cars in 
terms of its features, design and so forth, but there are also considerations of 
after-sales service, delivery and so forth which need to be taken into account. 
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From the consumer's viewpoint, a product is a bundle of benefits; some of those 
benefits are essential requirements, others are less important but still good to 
have, still others are not really relevant. Each consumer will have a different view 
as to which benefit belongs to which category. 


MANAGING THE PRODUCT RANGE 


The product life cycle (PLC is a useful concept to describe how products progress 
from introduction through to obsolescence. The theory is that products, like living 
things, have a natural life cycle beginning with introduction, going through a 
growth phase, reaching maturity, then going into decline, and finally becoming 
obsolete. Figure 6.2 illustrates this in graphical form. 

In the introduction phase, the product's sales grow slowly, and the profit will 
be small or negative because of heavy promotion costs and production inefficien¬ 
cies. If the product is very new, there will also be the need to persuade retailers 
and others to stock the product. 

In the growth stage, there will be a rapid increase in sales as the product 
becomes better known. At this stage profits begin to grow, but competition will 
also be entering the market so the producer may now need to think about adapt¬ 
ing the product to meet the competitive threat. 

In the maturity phase the product is well known and well established: at this 
point the promotional spend eases off and production economies of scale become 
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established. By this time competitors will almost certainly have entered the 
market, so the firm will need to develop a new version of the product. 

In the decline phase, the product is losing market share and profitability rap¬ 
idly. At this stage the marketer must decide whether it is worthwhile supporting 
the product for a little longer, or whether it should be allowed to disappear; sup¬ 
porting a product for which there is little natural demand is very unprofitable, but 
sometimes products can be revived and relaunched, perhaps in a different market. 

The assumption is that all products exhibit this life cycle, but the timescale will 
vary from one product to the next. Some products, for example computer games, 
may go through the entire life cycle in a matter of months. Others, like pitta 
bread, have a life cycle measured in thousands of years, and may never become 
obsolete. 

The product life cycle concept is a useful way of looking at product develop¬ 
ment, but like many simple theories it has a number of flaws: 

• The theory assumes that changes in consumer preference go only one way, and 
that there is no swing back to an earlier preference. Some clothing fashions 
return after a few years, and some styles of music enjoy periodic revivals, but 
also some traditional products can suddenly become popular again, often fol¬ 
lowing advertising campaigns based on nostalgia. 

• The model assumes that nobody does anything to revive the product when it 
begins to decline or be superseded by other products. Most marketers would 
look at their declining products and decide whether a revival is possible, or 
worthwhile. 

• The model looks at only one product, whereas most marketing managers are 
having to balance the demands of many differing products, and decide which 
ones are most likely to yield the best return on investment. 

To answer some of these criticisms, Enis et al. 3 re-designed the product life cycle 
as shown in Figure 6.3. 

In this more detailed model, the maturity phase now includes a section of main¬ 
tenance, and one of proliferation. Maintenance is where the marketing manager is 
using various tactics (sometimes called mid-life kickers) to keep the product in 
the public eye and maintain sales, and proliferation is where the firm introduces 
variations on the original product in order to extend the life cycle. Sometimes 
these maintenance tactics will keep the product alive and successful for many 
years, but eventually the PLC theory implies that the product will be superseded 
and will go into decline. 

Note here that the PLC concept is useful to describe what is happening, but is 
not much use for predicting what is going to happen, since it is virtually impossi¬ 
ble to tell how long the maturity phase will continue. This makes it difficult to use 
as a decision-making device; marketers are not easily able to tell which part of the 
product life cycle the product currently occupies. A temporary fall-off in sales 
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FIGURE 6.3 


Revised product life cycle 


( Source : Enis et al , 3 ) 


might be caused by extraneous factors such as recessions or new competitive 
activity, without actually heralding the beginning of the decline phase. 

Most firms produce several different products at the same time, and it is possi¬ 
ble to superimpose the PLC diagrams for each product onto the graph to give a 
composite view of what is happening to the firm's product portfolio. This will 
give a long-term overview, but the problems of prediction still remain; for many 
managers, a 'snapshot' of what is happening now is more useful. The Boston 
Consulting Group (BCG) developed a matrix for decision-making in these cir¬ 
cumstances. The original BCG matrix is as shown in Figure 6.4. 

Stars are products with rapid growth and a dominant share of the market. 
Usually, the costs of fighting off the competition and maintaining growth mean 
that the product is actually absorbing more money than it is generating, but even¬ 
tually it is hoped that it will be the market leader and the profits will begin to 
come back in. The problem lies in judging whether the market is going to con¬ 
tinue to grow, or whether it will go down as quickly as it went up. It may be 
difficult to judge whether a Star is going to justify all the money that is being 
poured in to maintain its growth and market share, but a firm that does not do 
this will end up with just Dogs. Even the most successful Star will eventually 
decline as it moves through the life cycle. The most prominent examples of Stars 
at present are dot.com companies such as Lastminute.com, which have shown 
astronomical growth in a rapidly expanding market, but which have yet to show 
a profit. 

Cash Cows are the former Stars. They have a dominant share of the market, but 
are now in the maturity phase of the life cycle and consequently have low 
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growth. A Cash Cow is generating cash, and can be 'milked' of it to finance the 
Stars. These are the products that have steady year-in year-out sales and are gen¬ 
erating much of the firm's profits: examples might be the Big Mac hamburger, 
Coca-Cola and the Ford Mondeo. 

Dogs have a low market share and low growth prospects. The argument here is 
not whether the product is profitable; it almost always is. The argument is about 
whether the firm could use its production facilities to make something that 
would be more profitable, and this is also almost always the case. 

The Problem Child (?) has a small share of a growth market, and causes the 
marketer the most headaches since it is necessary to work out a way of building 
market share so as to turn the product into a Star. This means finding out why the 
share is so low, and developing strategies to increase market share rapidly. The 
Problem Child (or question mark) could be backed with an even bigger promo¬ 
tion campaign, or it could possibly be adapted in some way to fit the market 
better. Market research plays a crucial role in making these decisions; finding out 
how to adapt a product is a difficult area of research, but the potential rewards 
are huge, and adapting the product to meet people's needs better is almost 
always cheaper than increasing the advertising spend. 

The policy decisions that arise from this view of the firm's product portfolio lie 
in the following areas: 

• Which products should be dropped from the range entirely? This question not 
only hinges on how profitable the product itself is; sales of one product often 
indirectly generate sales of another more profitable product. For example. 
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Black and Decker sell the Scorpion electric saw cheaply, but make the profit on 
sales of replacement saw blades. 

• Which products should be backed with promotion campaigns? Backing the 
wrong product can be extremely expensive; advertising campaigns have no 
second-hand value, so if it does not work the money is just lost. 

• Which products could be adapted to fit the market better, and in what ways? This 
very much hinges on the market research findings, and on customer feedback. 

• Which new products could be introduced, and at what cost? 

Like the product life cycle, the BCG matrix is a simple model that helps mar¬ 
keters to approach strategic product decisions; again, like the PLC, it has a 
number of flaws. It is based on the following assumptions: 

• Market share can be gained by investment in marketing. This is not always the 
case: some products will have lost their markets altogether (perhaps through 
environmental changes) and cannot be revived, no matter how much is 
invested. 

• Market share gains will always generate cash surpluses. Again, if market share 
is gained by drastic price cutting, cash may actually be lost. 

• Cash surpluses will be generated when the product is in the maturity stage of 
the life cycle. Not necessarily so; mature products may well be operating on such 
small margins due to competitive pressure that the profit generated is low. 

• The best opportunity to build a dominant market position is during the growth 
phase. In most cases this would be true, but this does not take account of com¬ 
petition. A competitor's product might be growing even faster. 

In 1982 Barksdale and Harris proposed two additions to the BCG matrix. 4 War 
Horses have high market share, but the market has negative growth; the prob¬ 
lem for management is to decide whether the product is in an irreversible 
decline, or whether it can be revived, perhaps by repositioning into another 
market. Dodos have a low share of a negative growth market, and are probably 
best discontinued (Figure 6.5). 

The BCG matrix has proved a useful tool for analysing product portfolio deci¬ 
sions, but it is really only a snapshot of the current position with the products it 
describes. Since most markets are to a greater or lesser extent dynamic, the matrix 
should be used with a certain degree of caution. 

The size of the product portfolio and the complexity of the products within it 
can have further effects on the firm's management. For example, it has been 
shown that manufacturing a wide range of products with many options makes it 
difficult for the firm to use just-in-time purchasing techniques, and complicates 
the firm's supply activities. 5 
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SERVICES MARKETING 

Products can also be divided into physical products and services. For many mar¬ 
keters, the difference between services marketing and the marketing of physical 
goods is negligible. This is for the following reasons: 

• The marketer's definition of a product as being a bundle of benefits. An indi¬ 
vidual seeking to be cheered up may achieve this by going to a good movie (a 
service) or by buying a new shirt (a physical product). The benefit is basically 
the same. 

• Difficulties of definition. Most physical goods contain a service aspect, and most 
services contain a physical product. In other words, most products lie some¬ 
where along a continuum between purely service and purely physical products. 

• Consumer orientation means that we should be looking at what the con¬ 
sumer thinks, needs and wants, not at defining our product in terms of its 
characteristics. 
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Having said that, there are clearly products where the service element is the 
major part of the cost of the product: for example, a restaurant meal. Here the cost 
of the raw materials (the ingredients of the food served) is only a tiny part of the 
overall cost of the meal. A gourmet dinner costing a week's wages may have been 
made from ingredients costing a tenth of the final bill; the diner is paying for the 
skill of the chef, the time and efforts of the waiters, and the pleasure of dining in 
luxurious surroundings (not to mention not having to do the washing-up). 

The main differences between service products and physical goods are shown 
in Table 6.3. 

From the consumer's viewpoint, the risk attached to buying a service will 
inevitably be higher than is the risk of buying a physical product. Physical prod¬ 
ucts are easily returned if they fail to satisfy; it is impossible to return a poor 
haircut, and unless the standard is very poor, it may even be difficult to avoid 
paying for it. Even a minor defect in a personal stereo can justify returning the 
item; an uncomfortable tram ride with a rude conductor will not result in a 
refund of the fare. 

The result of this is that consumers are likely to spend more time on informa¬ 
tion-gathering, and will rely more heavily on word-of-mouth recommendations 
than they would when buying a physical product. For professional services, the 


TABLE 6.3 


Factors distinguishing services 


Factor 

Explanation and examples 

Services are intangible 

An insurance policy is more than the paper it is written on; the key benefit (peace 
of mind) cannot be touched. 

Production and 
consumption often 
occur at virtually the 
same time 

A stage play is acted out at the same time as the consumer enjoys the 
performance. 

Services are perishable 

An airline seat is extremely perishable; once the aeroplane takes off, the seat 
cannot be sold. Services cannot be produced in advance and stockpiled. 

Services cannot be 
tried out before buying 

It is not usually possible to try out a haircut before agreeing to have it done, nor will 
most restaurants allow customers to eat the meal before deciding whether to 
order it. 

Services are variable, 
even from the same 
supplier 

Sometimes the chef has a bad day, or the waiter is in a bad mood; on the other 
hand, sometimes the hairdresser has a flash of inspiration that transforms the 
client's appearance. 
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consumer is likely to examine the credentials and experience of the service 
provider. For example, a consumer looking for a doctor may want to know what 
experience and qualifications the doctor has to treat a particular complaint; few 
car buyers would be interested in the qualifications and experience of Ford's chief 
design engineer. 

Service purchasing follows a slightly different sequence from purchase of a 
physical good, as shown in Figure 6.6. Most of the risk attached to buying a phys¬ 
ical product is limited to the purchase price (though no doubt there will be 
exceptions to this general rule). Services carry additional risks. 

• Consequential losses arise when a service goes wrong and causes a loss to the 
customer. For example, a poorly handled legal case could result in the loss of 
thousands of pounds, or even loss of liberty in a criminal case. Service 
providers usually are careful to explain the risks beforehand, use disclaimers in 
contracts, and carry professional liability insurance. Consumers can sue for 
consequential losses. 

• Purchase price risk is the possible loss of the purchase price when the consumer 
buys a service that does not work. The usual consumer response is to refuse to 
pay for the service, so it is advisable for the supplier to check during the serv¬ 
ice process that everything is satisfactory. This is why waiters will check that 
the food is satisfactory during a meal out, and why service stations call cus¬ 
tomers when they find something serious is wrong with the car. Checking 
during the service provision not only makes it easier to correct problems early, 
it also makes it harder for customers to claim that the service went wrong in 
order to avoid paying. 

• Misunderstanding is common in service provision because of inability to try out 
services (trialability). Particularly in professional services the provider may 
feel that the customer would not understand the finer details of what is being 
done, and may therefore not bother to explain properly. This can easily result 
in post-purchase dissonance and refusal to pay. 

Because consumers are buying a promise, they are more likely to use indirect 
measures of quality such as price. Diners tend to assume that more expensive 
restaurants will provide better food and/or service; that expensive hairdressers 
will provide better hairdos; and that expensive lawyers are more likely to win 
cases. Having made a purchasing decision, the consumer is more likely to 
become involved with the service provider. Consumers therefore tend to have 
favourite restaurants, hairdressers and family solicitors with whom the relation¬ 
ship might continue for a lifetime. Customers are reluctant to switch bank 
accounts, even when problems have become apparent; even though customers 
will readily change brands of canned tuna in order to save a few pence, they will 
still buy the tuna from the same supermarket as usual. This is because the cus¬ 
tomer knows where everything is kept in the supermarket, understands the 
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Service purchasing sequence compared with physical product purchasing sequence 

store's policy on returned goods, knows which credit cards are acceptable, and 
perhaps even knows some of the staff on the tills. 

In services markets there is more emphasis on Booms and Bitner's additional 
three Ps: people, process and physical evidence (see Chapter l). 6 Because most 
services involve direct contact between the producer and the consumer, the atti¬ 
tude and behaviour of the people involved are an integral part of the product: a 
hairdresser's personality affects trade in a way that the personality of a produc¬ 
tion-line worker does not. 

Since the consumer is usually present during all or part of the process of pro¬ 
viding the service, process becomes as important as outcomes in a service market. 
United Airlines' streamlined check-in procedures at airports give the company a 
distinct edge over its competition; similarly, Lufthansa's improved method of 
seating passengers (boarding window-seat passengers first and aisle-seat passen¬ 
gers last) makes the airline more pleasurable to fly with. 

• Physical evidence gives the consumer something to refer to and to show other 
people if necessary. Since service products are usually intangible, the consumer 
of (say) an insurance policy will need some written evidence of its existence in 
order to feel confident in the product. 

In many ways services can be marketed in similar ways to physical products. 
In most cases there is no clear demarcation between physical products and serv¬ 
ices, so the techniques for marketing them will not differ greatly. 
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DEVELOPING BETTER PRODUCTS 


There is often debate within firms as to what constitutes a 'better' product. For 
marketers, the definition must be 'a product that more closely meets our cus¬ 
tomers' needs than does the product it supersedes'. Engineers, accountants and 
managers may have differing definitions; there is, however, general agreement 
that firms must introduce new products if they are not to be left with a range of 
obsolete, dying products. New product development |NPD) is therefore a crucial 
area of marketing activity, and a great deal has been published on the subject. 


New product development 

Venture teams or project teams develop new products or projects. Typically a ven¬ 
ture team will be an interdisciplinary group, perhaps comprising engineers, 
research scientists, finance experts and marketers. Among other considerations, 
marketers need to take an overview of the product range to see how the proposed 
new products match up with existing products. Sometimes a new product can 
lead to cannibalism of old product lines (in other words, the company ends up 
competing with itself). Sometimes it can be more effective to carry out a product 
modification (in terms of quality, function or style) rather than develop a new 
product from scratch. 

The task of creating new products is, of course, more art than science. It is 
therefore difficult to generalise about the process, but a frequently quoted model 
of the NPD process was given by Crawford, 7 and follows this sequence: 

1 New product planning. The firm examines its current portfolio, opportunities 
and threats and decides what kind of new product would best fit in with future 
strategy. 

2 Idea generation. Specific ideas for the product are expressed, perhaps through a 
brainstorming session of the venture team. 

3 Screening and evaluation. The ideas are checked for feasibility and marketability. 

4 Technical development. The engineering aspects of the product are investigated, 
and a prototype is developed. 

5 Market appraisal. Formal market research is carried out to assess the product's 
viability in the market. 

6 Launch. Assuming the market research is positive about the product, the firm 
puts it into production. 

All of these stages are likely to be covered in one form or other, but in many 
cases the methods used are likely to be subjective, or carried out ineffectively. 
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This can often be a source of problems following the launch: for example, a 
proper market appraisal may not be carried out because the venture team fall in 
love with the project and champion it through the process. Product champions 
within firms often perform a valuable function in ensuring that the new product 
actually comes into existence rather than being sidelined by the routine tasks of 
making existing products; this is sometimes encouraged by firms, but is believed 
by some researchers to be a sign of a failed management who have abdicated 
their responsibility for keeping the firm up to date. 8 
There are six broad types of innovation strategy: 

1 Offensive. Pride in being the first. This is very much the strategy of firms such 
as Sony and 3M. 

2 Defensive. 'Me-toos', copies of other companies' products, but slightly better. 

3 Initiative. Straight copies of other companies' products. 

4 Dependent. Led by bigger companies, perhaps customers or suppliers. For 
example, Microsoft produces new computer software, so it is dependent on 
new technology developed by computer chip manufacturers. 

5 Traditional. Not really innovative at all; the firm is merely resurrecting old- 
fashioned designs. 

6 Opportunist. Selling and marketing of inventions. 

Launch decisions might revolve around areas such as test marketing (see 
Chapter 5); if the firm test markets the product (i.e. launches the product in a small 
geographical area to see whether it will be successful), this may save money on 
promotion but lose the advantage of surprise. On the other hand, if the firm goes 
for a national launch, this means committing large amounts of money, and mis¬ 
takes are much harder to correct afterwards. The process of launching in one area 
at a time is called roll-out. The promotion policy will be affected by the customer 
category the firm is aiming for: innovators, early adopters, early majority, late 
majority or laggards. 

Whether to go ahead or not with a new product is a decision which revolves 
around five dimensions. 9 These are as follows: 

1 Strategic fit. The degree to which the new product fits in with the company's 
overall marketing strategy. 

2 Technical feasibility. Whether an effective product can be made economically. 

3 Customer acceptance. Whether customers like the product. 

4 Market opportunity. The level of competition the firm might be expected to face, 
and the current state of the external environment. 
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5 Financial performance. Whether the product will prove sufficiently profitable to 
be worth launching. 

Of these, customer acceptance is the most widely used throughout the new-prod- 
uct development process. 


Product positioning 

Product positioning is about establishing the product in the consumer's perceptual 
map in a position relative to other products (see Chapter 4). It is important that 
the position corresponds with the actual product attributes, or cognitive disso¬ 
nance (dissatisfaction) will follow. Positioning needs to be carried out with a 
competitive edge so as not to cannibalise the firm's own products, and also 
(often) not to meet its competition head-on unless there is a real competitive 
advantage in the product. 

There is, of course, a need for market research to monitor the positioning of the 
product (where is it now, and where it will be following the campaign). Since 
there is considerable inertia in the minds of the population, it takes some time for 
a change in positioning to be effected: marketers should therefore be cautious 
about trying to make rapid or frequent changes in positioning. 10 

NPD is extremely risky; eight out of ten new products eventually fail (i.e. do 
not recover their development costs) and the remaining two out of ten thus have 
to fund all the others. 11 Great effort has been expended on trying to find better 
ways of forecasting a product's prospects in the market, with only limited results. 

First of all, though, it is necessary to define what a new product is, and the 
researchers Calentone and Cooper 12 have identified nine categories of new prod¬ 
uct, as shown in Table 6.4. The clusters were identified according to whether the 
product was new to the firm or new to the world, and whether there was a pro¬ 
duction or marketing synergy with the firm's existing products. 

Success rates for each cluster were as laid out in Table 6.5. Data were obtained 
on 102 successes and 93 failures. Some 177 firms were surveyed, and there were 
103 usable replies. 

Clusters 9, 8 and 6 were the most successful by far, perhaps indicating that the 
safest course is not to be too innovative. In recent years, many new products have 
been introduced which are reproductions of old designs: the Chrysler PSV, 
Volkswagen Beetle, and Mini Cooper are all examples from the motor industry, 
and there are many household appliances which have been designed with a 
'retro' image. These products rely on the following factors for their success: 13 

• Allegory. This is the brand 'story', the history of the original product. 

• Aura. This is the 'essence' of the brand, the mystique surrounding it. 
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TABLE 6.4 


New product dusters 


Clusters 

Description 

Cluster 1: The Better 
Mousetrap 
with No 

Synergy 

This is a product that, while being an improvement over existing offerings, does not 
fit in with the firm's existing product lines. 

Cluster 2: The 

Innovative 
Mousetrap 
that Really 
Wasn't 

Better 

This might be a product that, while being technically excellent, has no real 
advantage for the consumer over existing products. 

Cluster 3: The Close-to- 
Home Me- 
Too Product 

A copy of a competitor's offering. Not likely to be perceived as new by consumers. 

Cluster 4: The 

Innovative 

High-Tech 

Product 

A truly new-to-the-world product. 

Cluster 5: The Me-Too 
Product with 

No 

Technical/ 

Production 

Synergy 

A copy of a competitor's product, but with no real connection with existing product 
lines. 

Cluster 6: The Old But 
Simple 
Money-Saver 

Not a new product at all, except to the firm producing it. 

Cluster 7: The 

Synergistic 
Product 
that was New 
to the Firm 

A product that fits the product line, but is new. 
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Cluster 8: The Innovative 
Superior 
Product with 

No Synergy 

A product that does not fit the existing product line, but is new. 

Cluster 9: The 

Synergistic 
Close-to- 
Home Product 

A product line extension; perhaps a minor improvement over the firm's existing 
products. 


TABLE 6.5 


Success rates of new products 


Cluster 

Success ratio 

% successes 

% of cases 

9. The Synergistic 
Close-to-Home 
Product 

1.39 

72 

12.82 

8. The Innovative 
Superior Product 
with No Synergy 

1.35 

70 

10.26 

6. The Old But Simple 
Money-Saver 

1.35 

70 

10.26 

7. The Synergistic 
Product that was 

New to the Firm 

1.2 

67 

10.76 

4. The Innovative 
High-Tech Product 

1.23 

64 

14.35 

3. The Close-to-Home 
Me-Too Product 

1.08 

56 

8.20 

1. The Better 

Mousetrap with No 
Synergy 

0.69 

36 

7.17 
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TABLE 6.5 


Success rates of new products ( continued ) 


5. The Me-Too Product 
with No Technical/ 
Production Synergy 

0.27 

14 

10.26 

2. The Innovative 




Mousetrap that 




Really Wasn't Better 

0.00 

0 

10.26 


( Source: Calentone and Cooper 12 ) 


• Arcadia. This is the idealised community in which such products might be 
used. Based on nostalgia, Arcadia is the place people would like to return to 
(for example, the 1960s, when they owned their first VW Beetle). 

• Antinomy. This is brand paradox. New technology is viewed as unstoppable 
and overpowering, yet at the same time is responsible for people's desire to 
return to a simpler, less hi-tech past. 

Although not all products in Cluster 6 are retro, the advent of a significant inter¬ 
est in retro styling has certainly changed the success rate of such products. 

Cluster 8 contains the truly innovative, new-to-the-world product, but until it 
is actually launched it may be difficult to distinguish from Cluster 2, the 
Innovative Mousetrap that Really Wasn't Better. This category had no successes 
at all. 

What the above research does not show is the degree to which new products 
are successful. The innovative, new-to-the-world product may carry the highest 
risks, but potentially it also carries the highest rewards if successful. The evidence 
is, therefore, that the safest route is to produce 'me-too' products (minor adapta¬ 
tions of existing market leaders), but that the much riskier route of producing real 
innovations (e.g. the Sony Walkman) is the only way to become a world-leading 
company. Producing retro products may well be a useful strategy, combining the 
success factors of both approaches. 

The research also does not consider what a firm might use as a measure of suc¬ 
cess. Is it profitability? Or is it market share? This will depend on the firm's 
overall strategy. 1 Recent research shows that the most commonly used measures 
of success in NPD are customer acceptance, customer satisfaction, product per¬ 
formance, and quality. 14 

Another aspect not addressed by the Calentone and Cooper research is that of 
the consumer's view of new products. Although a given product may be new to 
the firm, and may even involve a radical re-think of the company's production 
and marketing methods, consumers may not see the product as being signifi- 
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cantly different from what is already available. If consumers do not see any 
advantage in using the new product, they will not buy it; this re-emphasises the 
importance of good market research and analysis. 

Overall, new product development is concerned with replacing the firm's 
existing product range with fresh products that come even closer to meeting cus¬ 
tomer needs. Firms that do not innovate will, eventually, lose market share to 
firms that do, since the competitor firms will be offering better products. This 
places a heavy premium on new product development. Having said that, new 
products do not sell themselves - firms which provide high levels of marketing 
and technological support for their new products experience greater financial 
rewards from their innovations. 15 


DIFFUSION OF INNOVATION 


New products are not immediately adopted by all consumers. Some consumers 
are driven to buy new products almost as soon as they become available, whereas 
others prefer to wait until the product has been around for a while before risking 
their hard-earned money on it. Innovations therefore take time to filter through 
the population: this process is called diffusion, and is determined partly by the 
nature of consumers and partly by the nature of the innovation itself. 

Everett M. Rogers 16 classified consumers as follows: 

• Innovators: those who like to be first to own the latest products. These con¬ 
sumers predominate at the beginning of the product life cycle. 

• Early adopters: those who are open to new ideas, but like to wait a while after 
initial launch. These consumers predominate during the growth phase of the 
PLC. 

• Early majority: those who buy once the product is thoroughly tried and tested. 
These consumers predominate in the early part of the maturity phase of the 
PLC. 

• Late majority: those who are suspicious of new things, and wait until most 
other people already have one. These consumers predominate in the later part 
of the maturity phase of the PLC. 

• Laggards: those who adopt new products only when it becomes absolutely nec¬ 
essary to do so. These consumers predominate in the decline phase of the PLC. 

The process of diffusion of innovation is carried out through reference-group 
influence (see Chapter 3). Three main theories concerning the mechanisms for 
this have been proposed: trickle-down theory, two-step flow theory and multi¬ 
stage interaction theory. 


Chapter 6 • Products, branding and packaging 


Trickle-down theory says that the wealthy classes obtain information about 
new products, and the poorer classes then imitate their 'betters'. 17 This theory has 
been largely discredited in wealthy countries because new ideas are disseminated 
overnight by the mass media and copied by chain stores within days. 

Two-step flow theory is similar, but this time it is 'influentials' rather than 
wealthy people who are the start of the adoption process. 18 This has considerable 
basis in truth, but may be less true now than it was in the 1940s, when the theory 
was first developed; access to TV and other information media has proliferated 
and information about innovation is disseminated much faster. 

The multistage interaction model 19 recognises this and allows for the influence 
of the mass media. In this model the influentials emphasise or facilitate the infor¬ 
mation flow (perhaps by making recommendations to friends or acting as 
advisers). 

Consumers often need considerable persuasion to change from their old prod¬ 
uct to a new one. This is because there is always a cost of some sort. For example, 
somebody buying a new car will lose money on trading in the old car (a switching 
cost), or perhaps somebody buying a new computer will also have to spend 
money on new software, and spend time learning how to operate the new equip¬ 
ment (an innovation cost). 

On the other hand there is strong evidence that newness as such is an impor¬ 
tant factor in the consumer's decision-making process. 20 In other words, people 
like new things, but there is a cost attached. Provided the new product offers real 
additional benefits over the old one (i.e. fits the consumer's needs better than the 
old product), the product will be adopted. 

Consumers must first become aware of the new product, and then become per¬ 
suaded that there is a real advantage in switching from their existing solution. A 
useful model of this adoption process is as follows: 

• Awareness. This will often come about as a result of promotional activities by 
the firm. 

• Trial. For a low-price item (e.g. a packet of biscuits) this may mean that the con¬ 
sumer will actually buy the product before trying it; for a major purchase, such 
as a car, the consumer will usually need to have a test-drive. Increasingly, 
supermarkets hold tasting sessions to allow customers to try new products. 

• Adoption. This is the point at which the consumer decides to buy the product, 
or make it part of the weekly shopping list. 

Everett Rogers 16 identified the following perceived attributes of innovative 
products, by which consumers apparently judge the product during the decision¬ 
making process: 

• Relative advantage. The degree to which the innovation is perceived as better 
than the idea it supersedes. 


Branding 


• Compatibility. Consistency with existing values, past experiences and needs of 
potential adopters. 

• Complexity. Ideas that are easily understood are adopted more quickly. 

• Trirdisability Degree to which a product can be experimented with. 

• Observability. The degree to which the results of an innovation are visible to 
others. 

Apart from the issue of adopting a product as it stands, there is the concept of 
re-invention. Sometimes users find new ways to use the product (not envisaged 
by the designers) and sometimes this leads to the creation of whole new markets. 
For example, in the 1930s it was discovered that baking soda is good for remov¬ 
ing stale smells from refrigerators, a fact that was quickly seized on by baking 
soda manufacturers. Deodorising fridges is now a major part of the market for 
baking soda. 


BRANDING 


Many products are so similar to other manufacturers' products that consumers 
are entirely indifferent as to which one they will buy. For example, petrol is much 
the same whether it is sold by Shell, Esso, BP, Statoil, Elf or Repsol: such products 
are called commodity products because they are homogeneous commodities 
rather than distinct products with different benefits from the others on offer. 

At first sight, water would come into the category of a commodity product. Yet 
any supermarket has a range of bottled waters, each with its own formulation 
and brand name, and each with its loyal consumers. In these cases the original 
commodity product (water) has been converted into a brand. Branding is a 
process of adding value to the product by use of its packaging, brand name, pro¬ 
motion and position in the minds of the consumers. 

DeChematony and McDonald 21 offer the following definition of brand; 

A successful brand is an identifiable product, service, person or place, aug¬ 
mented in such a way that the buyer or user perceives relevant, unique added 
values which match their needs most closely. Furthermore, its success results 
from being able to sustain those added values in the face of competition. 

This definition emphasises the increased value that accrues to the consumer by 
buying the established brand rather than a generic or commodity product. The 
values that are added may be in the area of reassurance of the brand's quality, 
they may be in the area of status (where the brand's image carries over to 
the consumer), or they may be in the area of convenience (making search 
behaviour easier). 
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Figure 6.7 shows the relationship between commodity products and branded 
products in terms of image and price. Commodity products tend to be undiffer¬ 
entiated in price (for example, petrol tends to be much the same price in petrol 
stations within a given geographical area. A differential of even 10% would be 
very noticeable). They also tend to have a low degree of differentiation in the 
product characteristics and the image. Branded goods, on the other hand, score 
high on both factors; since they command a premium price, this is likely to lead 
to an increased profit, which strengthens the case for developing a strong brand. 


Brand names 

When a new product has been developed, the producer will usually give it a 
brand name. A brand name is a term, symbol or design that distinguishes one 
seller's product from its competitors. The strategic considerations for brand 
naming are as follows: 

• Marketing objectives. The brand name should fit the overall marketing objec¬ 
tives of the firm: for example, a firm intending to enter the youth market will 
need to develop brand names that appeal to a young audience. 

• Brand audit. An estimate of the internal and external forces such as critical suc¬ 
cess factor (also known as the unique selling proposition). 

• Brand objectives. As with the marketing objectives, the overall intentions about 
the brand need to be specified. 

• Brand strategy alternatives. The other ways of achieving the brand's objectives, 
and the other factors involved in its success, have a bearing on the choice of 
brand name. 
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Brand names can be protected in most countries by registration, but there is 
some protection for brands in that it is illegal to try to 'pass off' a product as 
being a branded one when it is not. For example, using a very similar brand name 
to a famous brand, or even using similar package design, could be regarded as 
passing off. This is a civil offence, not a criminal one, so it is up to the offended 
brand owner to take legal action. 

Ries 22 suggests that brand names should have some, or all, of the following 
characteristics: 

• They should shock, i.e. catch the customer's attention. French Connection UK 
use their FCUK acronym for this purpose. 

• They should be alliterative: this helps them to be memorable. For example, 
West'n'Welsh double-glazing is a more memorable name than BJ double glazing. 

• They should connect to the product's positioning in the consumer's perceptual 
map. UK biscuit brand Flob Nobs conveys an image of a warm kitchen (the 
hob) with friendliness (hob-nobbing). 

• They should link to a visual image: again, this helps the memorability. 
Timberland outdoor clothing conjures a visual image of mountain country. 

• They should communicate something about the product, or be capable of 
being used to communicate about the product. Duracell conveys the main 
advantage of the batteries - they are durable. 

• They should encourage the development of a nickname (for example. Bud for 
Budweiser Beer). 

• They should be telephone- and directory-friendly. Words often seem muffled 
on the telephone, so that 'Bud' becomes 'Mud'. 


Brands and semiotics 

Semiotics is the study of meaning, and is concerned with the symbolism con¬ 
veyed by objects and words. Semiotics refers to systems of signs; the most 
obvious system is words, but other systems exist. For example, a film would use 
the sign systems of the spoken word, the gestures of the actors, the music of the 
soundtrack, and the conventions of movie direction and production to generate 
an overall meaning. The overall meaning is generated as a result of an interaction 
between the sign system and the observer or reader: the viewer interprets the 
information in the light of existing knowledge and attitudes, later including it in 
an overall perceptual map of reality (see Chapter 3). 

Brands are important symbols, often using more than one sign system to create 
meaning; the brand name, the logo, the colour and the design of the packaging all 
contribute. In terms of semiotics brands have four levels: 
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1 A utilitarian sign. This is about the practical aspects of the product, and 
includes meanings of reliability, effectiveness, fitness for the purpose and so 
forth. 

1 A commercial sign. This is about the exchange values of the product, perhaps 
conveying meanings about value for money or cost-effectiveness. 

3 A socio-cultural sign. This is about the social effects of buying (or not buying) 
the product, with meanings about membership of aspirational groups or about 
the fitness of the product for filling social roles. 

4 A sign about the mythical values of the product. Myths are heroic stories about the 
product, many of which have little basis in fact: for example the Harley 
Davidson motorcycle brand has a strong mythical value due (in part) to its 
starring role in the film Easy Rider. The same is true of James Bond's Aston 
Martin, and several brands of beer. 

Myths provide a conceptual framework through which the contradictions of 
life can be resolved, and brands can build on this. For example, modern industrial 
life is, presumably, the antithesis of frontier adventure. Yet the Harley Davidson, 
a product of twentieth-century industry, was used to represent the (probably 
mythical) freedom and adventure of the American West. Most powerful brands 
have at least some mythical connotations - in the United Kingdom, the Hovis 
bread brand has mythical connotations centred around corner bakery shops at 
the turn of the century; in Malaysia and Singapore Tiger Balm carries mythical 
connotations about ancient Chinese apothecaries; in Australia Vegemite carries 
mythical connotations about Australian family life that its main competitor. 
Promite, has never tapped into. 

The association of different values with the brand name can be extremely 
useful when researching the acceptability of a brand's image. The importance 
that consumers place on these values can be researched using focus groups, with 
a subsequent analysis of the key signs contained within the brand, and con¬ 
sumers can be segmented according to their responsiveness to the particular 
signs contained within the brand and their relevance to the consumer's own 
internal values. 

Research carried out by Gordon and Valentin 23 into retail buying behaviour 
showed that different retail outlets convey different meanings to consumers in 
terms of a continuum from planned, routine shopping through to impulse 
buying. Each store type met the needs differently and conveyed different mean¬ 
ings in terms of appropriateness of behaviour. Convenience stores conveyed an 
image of disorder and feelings of guilt and confusion (perhaps associated with 
having forgotten to buy some items in the course of the regular weekly shop). 
Supermarkets represented planned shopping and conveyed an image of efficient 
domestic management and functionality. Petrol stations carried a dual meaning 
of planned purchase (for petrol) and impulse buying (in the shop). Business trav¬ 
ellers seeking a break from work and pleasure travellers seeking to enhance the 
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'holiday' feeling both indulged in impulsive behaviour motivated by the need for 
a treat. Finally, off-licences legitimated the purchase of alcohol, allowing shoppers 
to buy drinks without the uneasy feeling that other shoppers might disapprove. 
Off-licences also provided an environment in which people felt able to experi¬ 
ment with new purchases. 

These signs are relevant not only for the retailers themselves in terms of their 
own branding, but also for branded-goods manufacturers who need to decide 
which outlets are most appropriate for their brands and where in the store the 
brand should be located. For example, snack foods and chocolate are successfully 
sold in petrol stations, where the travellers are often looking for a treat to break 
up a boring journey. 


STRATEGIC ISSUES IN BRANDING 


Adding value to the product by branding involves a great deal more than merely 
giving the product a catchy name. Branding is the culmination of a range of activ¬ 
ities across the whole marketing mix, leading to a brand image that conveys a 
whole set of messages to the consumer (and, more importantly, to the consumer's 
friends and family) about quality, price, expected performance and status. For 
example, the Porsche brand name conveys an image of engineering excellence, 
reliability, sporty styling, high speed and high prices, and of wealth and success 
on the part of the owner. People do not buy Porsches simply as a means of trans¬ 
port; for that purpose a basic Ford is perfectly adequate. 

Because branding involves all the elements of the marketing mix it cannot be 
regarded simply as a tactical tool designed to differentiate the product on the 
supermarket shelves. Instead, it must be regarded as the focus for the marketing 
effort, as a way of directing the thought processes of the management towards 
producing consumer satisfaction. The brand acts as a common point of contact 
between the producer and the consumer, as shown in Figure 6.8. 

In Figure 6.8, the consumer benefits from the brand in terms of knowing what 
the quality will be, knowing what the expected performance will be, gaining 
some self-image values (for example, a prestigious product conveys prestige to 
the consumer by association - conversely, a low-price product might enhance a 
consumer's sense of frugality and ability to find good value for money). 

In many cases the core product has very little to differentiate it from other 
products, and the brand is really the only differentiating feature. For example, 
Levi jeans are the world's top-selling brand of jeans, yet the only discernible dif¬ 
ference between Levi's and Wranglers is the stitching on the pocket and the brand 
name. A famous example is the rivalry between Pepsi Cola and Coca-Cola; in 
blind taste tests, most people prefer the flavour of Pepsi but Coca-Cola outsells 
Pepsi in virtually every market. This apparent discrepancy can only be explained 
by the brand image which Coca-Cola has, and in taste tests where consumers are 
able to see the can the drink comes out of, Coca-Cola is the preferred brand. 
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FIGURE 6.8 


Brands as a contact point 


Despite the apparently artificial nature of differentiation by branding, the ben¬ 
efits to the consumer are very real; experiments show that branded analgesics 
work better than generic analgesics at relieving pain, even though the chemical 
formula is identical. This is because of the psychosomatic power of the brand. 
Someone driving a prestige car gains very real benefits in terms of the respect and 
envy of others, even if the performance of the car is no better than that of its 
cheaper rival. 

Brands can be looked at in a number of different ways. Table 6.6 shows eight 
different strategic functions of brands. 
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TABLE 6.6 


Strategic functions of brands 


Function 

Explanation 

Brand as a sign of 
ownership 

Brands were at one time a way of showing who had instigated the marketing 
activities for the brand. This was an attempt to protect the formulation of the 
product in cases where intellectual property protection was insufficient, and also to 
ensure that customers knew whether they were buying a manufacturer's brand or 
a retailer's brand. 

Brand as a 

differentiating device 

A strong brand undoubtedly does differentiate the product from similar products, 
but having a strong brand name is not enough. The product itself also needs to be 
different in some way; the brand image is the communicating device that conveys 
the difference to the consumer. 

Brand as a functional 
device 

Branding can be used to communicate functional capability. In other words, the 
brand conveys an image of its quality and expected performance to the consumer. 

Brand as a symbolic 
device 

The symbolism of some brands enables the consumer to say something about 
themselves. This is particularly apparent in the 'designer' clothes industry - a very 
ordinary T-shirt acquires added value because the name of the designer is printed 
on the front. If the consumers believe that the brand's value lies in its 
communication ability they will spend considerable time and effort in choosing the 
brand that conveys the appropriate image. 

Brand as a risk reducer 

Every purchase involves a degree of risk; the product might not perform as 
expected, and if it fails to do so then the vendor might not be prepared to make 
restitution. Buying a strongly branded product offers the consumer a degree of 
reassurance about both the product and the producer. Astute marketers find out 
what types of risk are of most concern to the customers or consumers and develop 
a brand presentation which addresses those risks. 

Brand as a shorthand 
device 

Brands are used as a way of 'tagging' information about a product in the 
consumers' memories. This is particularly relevant when the brand is extended to 
other product categories, since the consumer's view of the parent brand is 
transferred to the new brand: for example, Virgin has successfully extended the 
brand image from records to retailing to airlines to financial services, all offering 
the same innovative approach and serving similar market segments. 

Brand as a legal device 

Brands give a certain amount of legal protection to the producer, since pack design 
and name can be protected where (often] the formulation of the product cannot. 

Strong branding offers some protection for the firm's intellectual property. 

Brand as a strategic 
device 

The assets constituting the brand can be identified and managed so that the brand 
maintains and builds on the added value that it represents. 
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Branding clearly has advantages for the manufacturer and the retailer, since it 
helps to differentiate the product from the competitor's product. Economies of 
scale and scope are attributed to branding, and a brand with high sales will gen¬ 
erate production economies. 24 A successful brand also creates a barrier to entry, so 
that competitors find it harder to enter the market. 25 Brands also allow firms to 
compete other than on price, 26 which clearly has advantages since the firm does 
not have to cut its profit margins in order to compete. 

Furthermore, brands that are held in high esteem tend to be more consistent in 
their sales, riding over the ups and downs of the marketplace. 27 Not all brands 
are priced at a premium; many brands are competitively priced in order to take 
advantage of consistent sales. 

Branding has advantages for the consumer: it is easy to recognise the product, 
and easy to identify with it. Messages about the formulation and benefits are 
clearly conveyed, and in most cases the use of a particular brand says something 
about the consumer (for example, wearing designer clothes). 28 Because most pur¬ 
chases involve only limited problem-solving behaviour, branding helps to reduce 
the decision-making time and also the effort of evaluating competing products. 
Consumers who either do not want to spend time on an extended information 
search, or do not have the expertise to do so, can use the brand as an implicit 
guarantee of quality. 27 

Information storage and retrieval in humans are carried out by a process of 
'chunking' or collecting information in substantial quantities and storing them 
under a single 'file name'. 29 In effect, the brand name provides an informational 
chunk: the individual is able to summon up a huge amount of information from 
memory using the brand name as the trigger. 

From a strategic viewpoint, the brand image provides a focus for the creative 
energies of the marketing team. Koestler suggests that creativity involves the 
bringing together of hitherto unrelated, yet familiar, objects to generate a creative 
insight. 30 The difficulty for marketers is that product and brand development is 
often a team process, and as such the team needs to keep a firm picture of what 
the product is intended to convey - the 'personality' of the product - if they are to 
maintain consistency in the creative activities. One way of doing this is to use a 
metaphor for the product. For example, the Flonda Accord developers used the 
metaphor 'Rugby player in a dinner suit' to achieve product coherence across the 
team, even though the entire creative team consisted of hundreds of people, from 
automotive stylists through to ad designers. 31 

Brand planning is important, but time-consuming; often the job is given to a 
brand manager, many of whom are young and inexperienced. Developing the 
brand is a process of integrating a number of strands of business activity, so a 
clear idea of the brand image is essential, as is a long-term view. To see branding 
as merely being about design or advertising or naming is inadequate and short¬ 
sighted; successful brands are those that act as a lens through which the 
consumer sees the corporation and the product. Constant evaluation of the image 
seen through the lens is essential if the brand is to retain its status. 
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EXTENDING THE BRAND 


A brand extension is another product in the company's range that uses a similar 
brand name. For example. Cherry Coke is a brand extension of the original Coca- 
Cola. Overall family branding is where one brand name is used for a range of 
products, such as Heinz 57 Varieties, and line family branding is where a smaller 
group of brands carries a single identity. 

In each case the aim is to convey a message of quality to the consumer by bor¬ 
rowing from the established reputation of the parent brand, and to appeal to the 
target market, who are already familiar with the parent brand. Properly carried 
out, the establishment of a brand is a long-term project, which can be expensive: 
this leads to an emphasis by some firms on brand extensions that are intended to 
maximise the return on the investment made in establishing the brand. In some 
cases, brands have been extended to the breaking-point; relatively few brands 
(Virgin being one example) can be extended apparently indefinitely, and even as 
well-established a brand as Levi Strauss jeans could not extend itself to smart 
suits (the company's attempt to do so in the early 1980s turned to disaster). Brand 
extensions should always bear some relationship to the original brand; Virgin's 
ability to extend relies on the brand's image as being original and fresh-thinking, 
coupled with a combination of solidity and practicality. Even so, the bad publicity 
which surrounded Virgin Trains at the beginning of the century is thought to 
have damaged the brand, and the company has been forced to make major 
investments in their rolling stock in order to recover some of the lost ground. 

A more recent development has been compositioning, in which products are 
grouped under a brand name to create a composite value greater than that of the 
components. 32 Joint marketing and distribution alliances come under this head¬ 
ing. The products concerned do not necessarily come from the same producer, 
and may not even be in the same general category: for example, Disneyland has 
'official airlines' or 'official ferry companies' to transport visitors to its theme 
parks. A further extension of this concept is brand architecture , 33 which is con¬ 
cerned with setting up 'partner' brands and creating a balance between branding 
at the product level and corporate or banner levels. 

Within the international arena, firms have the opportunity to extend the brand 
across international frontiers. This raises fundamental strategic issues: for exam¬ 
ple, should the brand be globalised, with the firm offering a standard package 
throughout the world (as does Coca-Cola), or should the brand be adapted for 
each market (as does Heinz)? Some firms brand globally, but advertise locally, 34 
while others organise task groups to handle the brand on a global scale. 35 
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RETAILERS' OWN-BRANDS 


Retailer power has grown considerably since 1980, with a proliferation of own- 
brand products. In the past, the retailer's own-brand products were usually of 
poorer quality than manufacturers' brands, but they are now often of equal or 
even superior quality These brands now account for up to 60% of the sales in 
some major retail stores such as Tesco and Sainsbury in the United Kingdom, and 
Carrefour in France (slogan: 'Cnrrefour - c'est anssi une marque’, which translates as 
'Carrefour - it's also a brand'). 36 For manufacturers this creates a problem of 
response: should the manufacturer try to invest in the firm's brands more heavily 
in order to overcome the retailer's brand, or should he or she capitulate entirely 
and produce on behalf of the retailer? 37 Often manufacturers will become suppli¬ 
ers of retailer-brand products which compete with their own branded goods. 
Reasons for doing this are as follows: 

• Economies of scale. The manufacturer may be able to buy raw materials in 
greater quantities, or may be able to invest in more efficient production meth¬ 
ods, if the throughput of product is increased. 

• Utilise excess capacity. Seasonality or production synergies may make produc¬ 
tion of own-brand products attractive in some cases. 

• Base for expansion. Supplying a retailer with own-brand goods may lead to 
other opportunities to supply the retailer with other products in future. 

• No promotion costs. The retailer bears all the investment in the brand (which is, 
of course, a brand extension of the retailer's trading name in any case). 

• No choice. Some retailers (the UK's Marks and Spencer being an example) only 
trade in their own-brands. Manufacturers who wish to trade with these retail¬ 
ers have no choice but to produce under the retailer's brand name. 

• To shut out the competition. If the manufacturer does not produce goods under 
the retailer's brand name, another manufacturer will and will thus gain 
ground. 

Manufacturers with very strong branding often refuse to produce own-brand 
goods, Kellogg's breakfast cereals being a notable example. If the brand is strong 
enough this allows the firm to promote on an 'accept no substitutes' platform. 

In the past, own-brand products were cheap versions of the leading brands, 
but in more and more cases the retailers now have enough financial strength to 
fund the development of entirely new versions of products, some of which are 
superior to the proprietary brands and have achieved substantial market shares. 

In many cases this is achieved by producing 'lookalike' branding, where the 
product looks very similar to the brand leader. In the United Kingdom this led to 
the formation of the British Producers and Brand Owners Group, which lobbied 
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Parliament to regulate the visual and physical simulation of successful brands. In 
fact, research showed that few if any consumers accidentally pick up the wrong 
brand, 38 but some confusion is engendered. Retailers (perhaps disingenuously) 
claim that using similar packaging helps consumers identify products, whereas 
manufacturers claim that lookalikes give the impression that the products are 
identical. In other words, the confusion arises not at the level of picking up the 
wrong pack, but at the more subtle level of forming inaccurate beliefs about the 
lookalike's attributes based on the attributes of the leading brand. 39 

A further argument advanced by retailers is that the strong manufacturers' 
brands have created generic product categories of their own - 'Gold Blend-type' 
instant coffees, for example. The retailers argue that products with similar quality 
and specifications should look as similar as possible to the brand that first created 
those values - an argument that is particularly galling to manufacturers who have 
invested large sums of money in creating those brand values in the first place. 


PACKAGING 


Packaging of the product is equally part of the product, since the packaging can 
itself convey benefits. The main purpose of packaging is to protect the contents 
from the outside environment and vice versa, but packaging also carries out the 
following functions: 

• Informs customers. 

• Meets legal information requirements. 

• Sometimes aids the use of the product (e.g. ring pulls on drinks cans make it 

easier to open the can). 

Packaging decisions might include such areas as tamper resistance (paper strips 
around caps to prevent bottles being opened while on supermarket shelves) and 
customer usage (e.g. the development of beer packaging from bottles to cans to ring- 
pulls to non-waste ringpulls to draught beer systems). The protection of the 
environment has become important to consumers in recent years, so much packag¬ 
ing is either recyclable or biodegradable. Customer acceptability is of obvious 
importance; packaging must be hygienic and convenient for the consumer. Within 
the United Kingdom there has been a growing trend to develop packaging designs 
that can be legally protected under the 1994 Trade Marks Act; the purpose of this is 
to prevent imitators from making close copies of the packaging. In some cases the 
package design has been made expensive to copy, requiring re-tooling for unusual 
pack shapes, or expensive printing processes. 40 'Me-too' packaging has become 
particularly common among supermarket own-brand versions of popular prod¬ 
ucts, and there has been some debate about the ethics of this. In some countries 
these close copies infringe copyright or patent laws. 41 
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Colour can also be important: for example, Heinz's use of a turquoise label for 
their baked beans tin emphasises the orange colour of the beans when the can is 
opened. 

In recent years, because of the huge upsurge in world trade, it has also become 
necessary to consider the legal requirements of labelling, which differ from one 
country to the next; nutritional information may have to be in a different form for 
each country (for example, in the United States food has to be labelled with the 
amount of fat it contains expressed as a percentage of a 2000 calorie daily intake). 
There has recently been a dispute within the EU regarding the labelling of recipe 
products. The EU officials wanted manufacturers to label products with the propor¬ 
tions of each ingredient, so that consumers could judge (for example) how much 
sugar or fat is contained in the product. Manufacturers pointed out that this was 
tantamount to giving their competitors their recipes, which in many cases are care¬ 
fully guarded trade secrets. Eventually the manufacturers won this argument. 

Packaging can often be used for promotion of other products in the manufac¬ 
turer's range (via recipe instructions, for example) or for joint promotions with 
non-competing companies. 


CASE STUDY 6: J.D. WETHERSPOON 

In 1979, law student Tim Martin decided he wanted to own a pub. Unlike most stu¬ 
dents with the same ambition, Martin actually went ahead and bought the pub he 
usually drank in. From the beginning, Martin decided that Wetherspoon's was 
going to be different from the other pubs around. 

For one thing, Wetherspoon's has no music. There is no juke box, no live bands, 
and no piped music anywhere in any Wetherspoon's pub. Secondly, Wetherspoon's 
has a wider range of beers than do most pubs - and it is the beer that makes the 
profits. Wetherspoon's operate by keeping the price of the beer relatively low, but 
offering a quiet atmosphere, no-smoking areas and all-day food. 

Each pub has its own name, but operates under the overall Wetherspoon brand: the 
pub name and the company name appear prominently on each of the 640 Wetherspoon 
pubs in Britain. The company was floated on the London Stock Exchange in 1992, and 
continues to expand throughout the UK. In recent years the company has also diversi¬ 
fied into J.D. Wetherspoon Lodges and Lloyd's nightclubs. Each of these operations 
has the same philosophy as the central J.D. Wetherspoon brand. 

Maintaining a pleasant, safe atmosphere is central to Wetherspoon's policies. 
The company has removed all financial incentives for customers to 'trade up' to 
larger or more alcoholic drinks: for example, most pubs sell a double measure of 
spirits for less than the cost of two separate singles, but Wetherspoon's have 
removed this because they see it as an incentive for customers to buy more alcohol 
than they otherwise might. Strange behaviour - most companies seek to encour¬ 
age people to buy more of their product. The company also sell their soft drinks at 
much lower prices than most other pubs or restaurants. 


Case study 6: J.D. Wetherspoon 


John Hutson, managing director of Wetherspoon's, says, 'We betieve that a combi¬ 
nation of food served att day, reasonably priced soft drinks, an absence of financial 
incentives to "trade up” to larger quantities of alcohol, combined with good facilities 
and a heavy emphasis on staff training are the right direction for the pub industry to 
take. ... No company which serves alcohol can be immune from bad behaviour from 
time to time, but these policies should help to reduce its effects and, as a company, 
we will, as in the past, continue to consider sensible policies for our business and the 
community in this complex area.' 

In another somewhat surprising development, Tim Martin has called on the gov¬ 
ernment to ban smoking in all pubs by January 2006. Citing the Californian 
experience, where all smoking in public places was banned in the 1990s, he says that 
a significant number of people now avoid pubs because of the smoky atmosphere. 'I 
believe that a total ban would be the best way forward, and not result, for example, in 
a situation where customers can smoke in pubs in Newcastle, but not in nearby 
Gateshead, because neighbouring councils have different agendas,' he says. 
'However, it would be commercial suicide for a pub company to prohibit smoking in 
the absence of a nationwide ban by the government. Going it alone, in my opinion, is 
not a viable option in the pub world.' 

The UK is a pub culture, like Ireland: much of Britain's social life revolves around 
drinking, and the corner pub is often the cornerstone of the community. What J.D. 
Wetherspoon has done is recapture the old atmosphere of the pub - a place for 
conversation, perhaps some food, and a comfortable and safe environment. 

Questions 

1 In terms of branding, how do Wetherspoon Lodges fit in? 

2 Why would Wetherspoon seek to have smoking banned in all pubs? 

3 In terms of Calentone and Cooper's classifications, where does Wetherspoon's 
fit in? 

4 What other types of business might the Wetherspoon brand extend to? 

5 Why have separate names for each establishment? 
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SUMMARY 


IThis chapter has been about those decisions that are closest to the product. The main 
issues revolve around managing the product portfolio to ensure that the firm contin¬ 
ues to offer relevant products to meet the needs of consumers, knowing when to 
drop a product from the mix and knowing when to introduce a new product. 

Branding is concerned with communicating the unique selling proposition of 
the product to the consumers, and is the focus of all the firm's marketing activi¬ 
ties relating to the product. The brand is the 'personality' of the product, 
communicating subtle messages about quality and performance. 

Here are the key points from this chapter: 

• The product life cycle is a useful description, but not much help in prediction. 

• Products in the Star stage will cost more money to maintain than they bring in, 
but are an investment for the future. 

• Dogs may still be profitable, but are probably a poor use of resources and 
could be replaced by more profitable products. 

• War Horses and Dodos will eventually disappear unless they can be reposi¬ 
tioned into new, growing markets. 

• Most products will decline and must be replaced eventually. 

• The safe route in NPD is the me-too; the high-growth route is innovation. 

• A product is a bundle of benefits, not merely the sum of its physical characteristics. 



CHAPTER QUESTIONS 


1 What are the stages of new product development? 

2 Why should firms innovate? 

3 Why does the Enis, Lagrace and Prell version of the product life cycle differ 
from the traditional version? 

4 How might a firm use re-invention when repositioning a product? 

5 From the BCG matrix, which products would probably be bought by the late 
majority of adopters? 

6 What disadvantages might family-line branding have over individual branding? 


Multi-choice questions 


MULTI-CHOICE QUESTIONS 

1 A product is defined as: 

(A) A manufactured article, most of whose features are tangible. 

(B) A bundle of benefits. 

(C) A coherent set of attributes, some of which are tangible and some of 
which are intangible. 

2 A brand is: 

(A) A name given to a firm's product to distinguish it from its competitors. 

(B) A feature of the packaging of a product. 

(C) A focus for the firm's marketing activities around a specific product. 

3 Brand extension is: 

(A) Creating linked products which relate to the basic brand. 

(B) Promoting the brand into new markets. 

(C) Promoting the brand into new distributors. 

4 A product that has a large share of a mature market is called: 

(A) A Star. 

(B) A Cash Cow. 

(C) A Dog. 

5 A product that has a small share of a shrinking market is called: 

(A) A Dog. 

(B) A War Horse. 

(C) A Dodo. 

6 Someone who is among the very first to buy a new product is called: 

(A) An early adopter. 

(B) A laggard. 

(C) An innovator. 

7 A shopping product is: 

(A) A product that is bought on a regular basis. 

(B) A product that requires a lengthy decision-making process. 

(C) A product that is bought from a retail shop. 

8 Accessory equipment is: 

(A) Equipment bought by a firm for its peripheral needs. 

(B) Extra products that complement a main product purchase. 

(C) Equipment used to access other equipment. 
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9 Which of these is untrue? 

(A) Service products are intangible. 

(B) Service products are bundles of benefits. 

(C) Service products are luxuries. 

10 Tamper resistance is an aspect of: 

(A) Packaging design. 

(B) Product design. 

(C) Promotion design. 



FURTHER READING 


Marketing by David Mercer (Oxford, Blackwell Books, 1992) has a very detailed 
chapter on product and service decisions (Chapter 7). This covers the product life 
cycle in great detail and for several industries, and is also very readable. 

Marketing; Concepts and Strategies 3rd edn, by S. Dibb, L. Simkin, W. Pride and 
O.C. Ferrell (London, Houghton Mifflin, 1998) has a chapter on product 
management (Chapter 9) which is well worth reading. Although this was 
originally an American text, and therefore contains a lot of American examples, 
the British half of the writing team (Dibb and Simkin) have inserted some good 
European examples. There is an excellent section on consumer adoption of new 
products, and another on the process of developing a new product. 

Marketing Made Simple, by B. Howard Elvy (Oxford, Made Simple Books, 
Heinemann, 1991), has a very readable and straightforward chapter on 
marketing and the product (Chapter 2). The chapter runs quickly through the 
basics of generating new product ideas, screening them, and tailoring them for 
the market, and also discusses brand naming and packaging. A good overview, 
without going into too much detail. 

Successful Product Development by Axel Johne and Patricia Snelson (Oxford, Basil 
Blackwell, 1990) is a book based on research conducted among British and 
American firms during the 1980s to find the best-practice approaches to NPD. It 
is a readable and interesting text, and contains numerous quotes from managers 
and others involved in the NPD process. 

Services Marketing by Helen Woodruffe (London, Pitman Publishing, 1995) gives a 
very thorough and readable account of the special aspects of the marketing of 
services. 

Building Strong Brands by David A. Aaker (New York, The Free Press, 1996) gives 
a good, practitioner-orientated guide to developing brands. 
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GLOSSARY 


Actual product benefits The beneficial aspects of the product that pertain to the 
product itself. 

Augmented product benefits The beneficial aspects surrounding the product; its 
warranty, delivery, installation, after-sales support, etc. 

Auxiliary characteristics Those features and benefits that are secondary to the 
primary characteristics; the less essential aspects that differentiate the product 
from its close substitutes. 

Brand architecture The process of structuring brands in order to transfer brand 
equity from product levels to corporate levels. 

Brand extension Marketing new products under an old brand name. 

Cash Cow A product with a large share of a low-growth market. 

Compatibility The degree to which the new product fits in with the customer's 
existing purchases and lifestyle. 

Complexity The degree to which the product is difficult to learn to use. 

Compositioning Grouping products under a single brand name with a single 
position in the consumer's perceptual map. 

Consumer products Goods and services purchased for the personal consumption 
of an individual or his/her family. 

Convenience products Cheap, frequently purchased items which do not require 
much thought or planning. 

Core product benefits The central benefits of a good or service. 

Dodo A product with a low share of a shrinking market. 

Dog A product with a low share of a low-growth market. 

Early adopters People who adopt a new product after the innovators have 
already adopted it. 

Early majority Consumers who adopt a product once it has been thoroughly 
tried and tested, but before more than half the population have adopted the product. 

Family branding Grouping products under a single brand. 

Industrial products Goods or services purchased by a business for use in the 
course of running the business. 

Innovators The first people to adopt a new product. 
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Laggards The last people to adopt a new product. 

Late majority People who only adopt a product when approximately half the 
customers in the market have already done so. 

Line family branding Grouping related products under a single brand name. 

Mid-life kickers Tactics used by marketers to revitalise a product in the decline 
phase of the PLC. 

New product development (NPD The process of developing new products from 
idea stage through to launch on the market. 

Observability The degree to which the product can be seen by others. 

Primary characteristics The main aspects of a product which provide the core 
benefits to the consumer. 

Problem Chi' A product with a low share of a high-growth market. 

Product A bundle of benefits. 

Product life cycle (PLC) The stages a product goes through from launch to 
obsolescence. 

Re-invention The process of finding new uses for old products. 

Relative advantage The degree to which a new product is better than the 
product the customer is currently using. 

Shopping products Goods or services that are purchased infrequently and 
therefore require an extended decision-making process. 

Speciality products Goods or services that are available only from a limited 
range of outlets. 

Star A product with a large share of a fast-growing market. 

Tamper resistance Creating packages that cannot be surreptitiously opened and 
resealed. 

Trialability The degree to which the product can be tested before purchase. 

Unsought products Products that the consumer would recognise a need for, but 
would not ordinarily seek out. 

War Horse A product with a large share of a shrinking market 
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I Objectives 

After reading this chapter you should be able to: 

explain the advantages and disadvantages of different pricing methods; 
calculate prices using different approaches; 

choose the correct pricing strategy to fit a firm's overall objectives; 
explain some of the economic theories underlying the marketer's view of 
price and value. 



Economic theories of pricing and value 


INTRODUCTION 


Pricing may not be exciting, but it is one of the most important issues for mar¬ 
keters; it is crucial not only to the profit that is to be made, but also to the quantity 
of the products that will be sold. This chapter examines the different ways of pric¬ 
ing that are used, and offers some ideas on how to choose a pricing strategy. 


ECONOMIC THEORIES OF PRICING AND VALUE 


Classical economists assumed that prices would automatically be set by the laws 
of supply and demand. Figure 7.1 shows how this works. 

As prices rise, more suppliers find it profitable to enter the market, but the 
demand for the product falls because fewer customers think the product is worth 
the money. Conversely, as prices fall there is more demand, but fewer suppliers 
feel it is worthwhile supplying the product so less is produced. Eventually a state 
of equilibrium is reached where the quantity produced is equal to the quantity 
consumed, and at that point the price will be fixed. 

Unfortunately this neat model has a number of drawbacks. 


Price 

determined 
by market 



by market 


FIGURE 7.1 


Supply and demand 
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• The model assumes that customers know where they can buy the cheapest 
products (i.e. it assumes perfect knowledge of the market). 

• Secondly, it assumes that all the suppliers are producing identical products, 
which is rarely the case. 

• Thirdly, it assumes that price is the only issue that affects customer behaviour, 
which is clearly not true. 

• Fourthly, it assumes that customers always behave completely rationally, 
which again is substantially not the case. 

• Fifthly, there is an assumption that people will always buy more of a product if 
it is cheaper. This is not true of such products as wedding rings or artificial 
limbs. 

• Finally, the model assumes that the suppliers are in perfect competition - that 
none of them has the power to 'rig' the market and set the prices (see Chapter 2). 

The model does, at least, take account of customers, and it was the pioneer econo¬ 
mist Adam Smith who first said that 'the customer is king'. 1 Unfortunately the 
shortcomings of the model mean that it has little practical use, no matter how 
helpful it is in understanding a principle. Economists have therefore added con¬ 
siderably to the theory. 


Elasticity of demand 

This concept states that different product categories will show different degrees 
of sensitivity to price change. 

Figure 7.2(a) shows a product where the quantity sold is affected only slightly 
by price fluctuations, i.e. the demand is inelastic. An example of this is salt. 
Figure 7.2(b) shows a product where even a small difference in price leads to a 
very substantial shift in the quantity demanded, i.e. the demand is elastic. An 
example of this is borrowed money, e.g. mortgages, where even a small rise in 
interest rates appears to affect the propensity to borrow. Although these examples 
relate to consumers, the same is true for suppliers: in some cases suppliers can 
react very quickly to changes in the quantities demanded (for example, banking), 
whereas in other cases the suppliers need long lead times to change the produc¬ 
tion levels (for instance, farming). 

The price elasticity of demani concept implies that there is no basis for defin¬ 
ing products as necessities or luxuries. If a necessity is defined as something 
without which life cannot be sustained, then its demand curve would be entirely 
inelastic: whatever the price was, people would have to pay it. In practice, no 
such product exists. 
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(a) Inelastic demand curve 


(b) Elastic demand curve 
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Price elasticity of demand 

Economic choice 

Economists have demonstrated that there can never be enough resources in the 
world to satisfy everybody's wants, and therefore resources have to be allocated 
in some way (which will probably mean an equality of dissatisfaction). Resources 
used for one purpose cannot, of course, be used for another: this is the concept of 

the economic choice. 

For example, a clothing manufacturer has only a certain number of machinists 
who work a certain number of hours. This means that it may be possible to pro¬ 
duce either 8000 shirts with the available resources, or 4000 pairs of trousers. If 
the manufacturer has two orders, one for each type of product, he or she will 
have to choose which order to supply, and disappoint the other customer. 

From the customer's viewpoint, the economic choice means having to choose 
between going to the cinema or going to the pub; there may not be the time or the 
money to do both. Because of this, customers may also take into account the price 
of activities other than those the prospective supplier is providing; the pub, for 
example, may not be aware that the cinema is competition, and that a fall in the 
price of going to the cinema may affect the takings over the bar. 

Although the economists' view of pricing offers some interesting insights, 
there is little practical value in the theories offered because they take little account 
of the consumer decision-making process (see Chapter 3). Consumers are not 
always rational; marketers need to take account of this. 
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PRICING AND MARKET ORIENTATION 


As in any other question of marketing, pricing is dependent on how the customer 
will react to the prices set. Customers do not usually buy the cheapest products; they 
buy those that represent good value for money If this were not so, the most popular 
cars in Britain would be Ladas and Yugos, rather than Vauxhalls and Fords. Typically, 
customers will assess the promises the supplier has made about what the product is 
and will do, and will measure this against the price being asked. 2 

This leaves the marketer with a problem. Marketers need to decide what price 
will be regarded by customers as good value for money, while still allowing the 
company to make a profit. 

The main methods of pricing used by firms are cost-based, customer-based 
and competition-based. 


Cost-based pricing 

Cost-based methods are the least customer-orientated; two still used are cost- 
plus pricing and mark-up pricing. 

Cost-plus pricing 

Cost-plus pricing is commonly advocated by accountants and engineers, since it is 
simple to use and appears to guarantee that the company meets a pre-determined 
profit target. The method works by calculating the cost of manufacturing the 
product, including distributed overhead costs and research and development 
costs, then adding on a fixed percentage profit to this figure in order to arrive at 
the price. Such a calculation might look like Table 7.1. 


TABLE 7.1 


Cost-plus pricing 


Item 

Cost per unit 

Labour costs 

£2.52 

Raw materials 

£4.32 

Electricity 

£0.27 

Tooling costs (assuming 


production run of 20000 


units] 

£1.78 

Overheads 

£3.43 

Total production cost 


per unit 

£12.32 

Pius profit of 20% 

£2.46 

Net price 

£14.78 
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On the face of it, this type of pricing seems logical and straightforward; unfor¬ 
tunately, it does not take account of how the customers will react to the prices 
quoted. If the customers take the view that the price does not represent value for 
money, they will not buy the product, and the result will be that the company will 
have made 20 000 units of a product for which there will be no sales. Conversely, 
if the customers take the view that the price is incredibly good value for money, 
the company may not have enough stocks on hand to meet demand, and com¬ 
petitors will be able to enter the market easily. 

Some government contracts are awarded on a cost-plus basis, but experience in 
the United States has shown that allowing cost-plus contracts to be granted will 
often result in the supplier inflating the costs to make an extra profit. 

Mark-up pricing 

Mark-up pricing is similar to cost-plus pricing, and is the method used by most 
retailers. Typically, a retailer will buy in stock and add on a fixed percentage to 
the bought-in price (a mark-up) in order to arrive at the shelf price. The level will 
vary from retailer to retailer, depending on the type of product; in some cases the 
mark-up will be 100% or more, in others it will be near zero (if the retailer feels 
that stocking the product will stimulate other sales). Usually there is a standard 
mark-up for each product category. 

Here the difference needs to be shown between a mark-up and a margin. 
Mark-up is calculated on the price the retailer pays for the product; margin is cal¬ 
culated on the price the retailer sells for. This means that a 100% mark-up equals a 
50% margin; a 25% mark-up equals a 20% margin (Table 7.2). 

Retailers use this method because of the number of lines the shop may be car¬ 
rying. For a hypermarket, this could be up to 20000 separate lines, and it would 
clearly be impossible to carry out market research with the customers for every 
line. The buyers therefore use their training and knowledge of their customer 
base to determine which lines to stock, and (to some extent) rely on the manufac¬ 
turers to carry out the formal market research and determine the recommended 
retail prices. 

This method is identical to the cost-plus method except for two factors: firstly, 
the retailer is usually in close contact with the customers, and can therefore 



Mark-up v margin 


Bought-in price 
Mark-up at 25% of £4.00 
Price on the shelf 
Margin of 20% of £5.00 
Bought-in price 


£4.00 

£ 1.00 

£5.00 

£ 1.00 

£4.00 



Chapter 7 • Pricing strategies 


develop a good 'feel' for what customers will be prepared to pay; and, secondly, 
retailers have ways of disposing of unsold stock. In some cases, this will mean 
discounting the stock back to cost and selling it in the January sales; in other 
cases, the retailer will have a sale-or-return agreement with the manufacturer, so 
that unsold stock can be returned for credit. This is becoming increasingly 
common with major retailers such as Toys 'R' Us who have sufficient 'clout' in 
the market to enforce such agreements. In a sense, therefore, the retailer is carry¬ 
ing out market research by test-marketing the product; if the customers do not 
accept the product at the price offered, the retailer can drop the price to a point 
that will represent value for money, or can return it to the manufacturer for credit. 


Customer-based pricing methods 

The various approaches to customer-based pricing do not necessarily mean offering 
products at the lowest possible price, but they do take account of customer needs 
and wants. 

Customary pricing 

Customary pricing is customer-orientated in that it provides the customer with 
the product for the same price at which it has always been offered. An example is 
the price of a call from a coin-operated telephone box. Telephone companies need 
only reduce the time allowed for the call as costs rise. For some countries (e.g. 
Australia) this is problematical since local calls are allowed unlimited time, but 
for most European countries this is not the case. 

The reason for using customary pricing is to avoid having to reset the call- 
boxes too often. Similar methods exist for taxis, some children's sweets, and gas 
or electricity pre-payment meters. If this method were to be used for most prod¬ 
ucts there would be a steady reduction in the firm's profits as the costs caught up 
with the selling price, so the method is not practical for every firm. 

Demand pricing 

Demand pricing is the most market-orientated method of pricing. Here, the mar¬ 
keter begins by assessing what the demand will be for the product at different 
price levels. This is usually done by asking the customers what they might expect 
to pay for the product, and seeing how many choose each price level. This will 
lead to the development of the kind of chart shown in Table 7.3. 

As the price rises, fewer customers are prepared to buy the product, as fewer will 
still see the product as good value for money. In the example given in Table 7.3, the 
fall-off is not linear, i.e. the number of units sold falls dramatically once the price goes 
above £5. This kind of calculation could be used to determine the stages of a skim¬ 
ming policy (see below), or it could be used to calculate the appropriate launch price 
of a product. 
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TABLE 7.3 


Demand pricing 


Price per unit 

Number of customers 
who said they would buy 
at this price 

£3 to £4 

30000 

£4 to £5 

25000 

£5 to £6 

15000 

£6 to £7 

5000 


For demand pricing, the next stage is to calculate the costs of producing the 
product in the above quantities. Usually the cost of producing each item falls as 
more are made (i.e. if we make 50 000 units, each unit costs less than would be the 
case if we made only 1000 units). Given the costs of production it is possible to 
select the price that will lead to a maximisation of profits. This is because there is 
a trade-off between quantity produced and quantity sold: as the firm lowers the 
selling price, the amount sold increases but the income generated decreases. 

The calculations can become complex, but the end result is that the product is 
sold at a price that customers will accept, and that will meet the company's profit 
targets. Table 7.4 shows an example of costings to match up with the above fig¬ 
ures. The tooling-up cost is the amount it will cost the company to prepare for 
producing the item. This will be the same whether 1000 or 30000 units are made. 

Table 7.5 shows how much profit could be made at each price level. The price 
at which the product is sold will depend on the firm's overall objectives; these 
may not necessarily be to maximise profit on this one product, since the firm may 
have other products in the range or other long-term objectives that preclude max¬ 
imising profits at present. 


TABLE 7.4 


Costings for demand pricing 


Number of units 

Unit cost (labour 
and materials) 

Tooling-up and 
fixed costs 

Net cost 
per unit 

30 000 

£1.20 

£4000 

£1.33 

25 000 

£1.32 

£4000 

£1.48 

15 000 

£1.54 

£4000 

£1.81 

5 000 

£1.97 

£4000 

£2.77 
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TABLE 7.5 


Profitability at different price bands 


Number of units sold 

Net profit 
per unit 

Total profit for 
production run 

Percentage profit 
per unit 

30 000 

£2.17 

£65100 

62 

25000 

£3.02 

£75 500 

67 

15000 

£3.61 

£54150 

66 

5000 

£3.73 

£18650 

57 


Based on these figures, the most profitable price will be £4.50. Other ways of cal¬ 
culating the price could easily lead to making a lower profit from this product. 
For instance, the price that would generate the highest profit per unit would be 
£6.50, but at this price they would sell only 5000 units and make £18650. The 
price that would generate the highest sales would be £3.50, but this would (in 
effect) lose the firm almost £10 000 in terms of forgone profit. 

A further useful concept is that of contribution. Contribution is calculated as the 
difference between the cost of manufacture and the price for which the product is 
sold - in other words it does not take account of overheads. Sometimes a product 
is worth producing because it makes a significant extra contribution to the firm's 
profits, without actually adding to the overheads. It is not difficult to imagine a 
situation where a product carries a low profit margin, and is therefore unable to 
support a share of the overheads. A calculation which included an overall share 
of the overheads might not give a fair picture, since the contribution would be 
additional to existing turnover. 

Demand pricing works by knowing what the customers are prepared to pay, 
and what they will see as value for money. 

Product-Line pricing 

Product-line pricing means setting prices within linked product groups. Often 
sales of one product will be directly linked to the sales of another, so that it is pos¬ 
sible to sell one item at a low price in order to make a greater profit on the other 
one. Gillette sells its Mach III system razors at a very low price, with the aim of 
making up the profit on sales of the blades. In the long run, this is a good strategy 
because it overcomes the initial resistance of consumers towards buying some¬ 
thing untried, but allows the firm to show high profits for years to come 
(incidentally, this approach was first used by King C. Gillette, the inventor of the 
disposable safety razor blade). 

Polaroid chose to sell its instant cameras very cheaply (almost for cost price) 
for the US market and to take their profit from selling the films for a much higher 
price. For Europe, the firm chose to sell both films and cameras for a medium 
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level price and profit from sales of both. Eventually this led Kodak to enter the 
market with its own instant camera, but this was withdrawn from sale in the face 
of lawsuits from Polaroid for patent infringement. 

Skimming 

Skimming is the practice of starting out with a high price for a product, then 
reducing it progressively as sales level off. It relies on two main factors: firstly 
that not all customers have the same perception of value for money, and secondly 
that the company has a technological lead over the opposition which can be 
maintained for long enough to satisfy the market. 

Skimming is usually carried out by firms who have developed a technically 
advanced product. Initially the firm will charge a high price for the product, and 
at this point only those who are prepared to pay a premium price for it will buy. 
Profit may not be high, because the number of units sold will be low and there¬ 
fore the cost of production per unit will be high. Once the most innovative 
customers have bought, and the competition is beginning to enter the market, the 
firm can drop the price and 'skim' the next layer of the market, at which point 
profits will begin to rise. Eventually the product will be sold at a price that allows 
the firm only a minimum profit, at which point only replacement sales or sales to 
late adopters will be made. 

The advantage of this method is that the cost of developing the product is 
returned fairly quickly, so that the product can later be sold near the marginal 
cost of production. This means that the competitors have difficulty entering the 
market at all, since their own development costs will have to be recovered in 
some other way. 

Skimming is commonly used in consumer electronics markets. This is because 
firms frequently establish a technological lead over the competitors, and can 
sometimes even protect their products by taking out patents, which take some 
time for competitors to overcome. An example of this was the Sony Walkman, 
which cost over £70 when it was first introduced in the early 1980s. Allowing for 
inflation, the price is now around one-tenth of what it was then. Recent research 
shows that customers are aware of skimming in the electronics markets, and are 
delaying purchases of new electronic devices until the prices drop. This may 
affect the way firms view skimming in the future. 

Skimming requires careful judgement of what is happening in the marketplace, 
in terms both of observing customer behaviour, and of observing competitive 
response. Market research is therefore basic to the success of a skimming policy, 
and very careful monitoring of sales is needed to know when to cut the price again. 

Psychological pricing 

Psychological pricing relies on emotional responses from the consumer. 
Higher prices are often used as an indicator of quality, 3 so some firms will use 


Chapter 7 • Pricing strategies 


prestige pricing. This applies in many service industries, because consumers are 
often buying a promise; a service that does not have a high enough quality cannot 
be exchanged afterwards. Consumers' expectations of high-priced restaurants 
and hairdressers are clearly higher in terms of the quality of service provision; 
cutting prices in those industries does not necessarily lead to an increase in busi¬ 
ness. Odd-even pricing is the practice of ending prices with an odd number, for 
example £3.99 or $5.95 rather than £4 or $6. It appears that consumers tend to cate¬ 
gorise these prices as '£3 and a bit' or '$5 and change' and thus perceive the price as 
being lower. The effect may also be due to an association with discounted or sale 
prices; researchers report that '99' endings on prices increase sales by around 8%. 4 

Recent research has shown that odd-even pricing does not necessarily work in all 
cultures. 5 In Poland, for example, the effects are negligible. Odd-even pricing also 
has effects on perceptions of discounts during sales. Rounding the price to (say) £5 
from £4.99 leads people to overvalue the size of the discount, which increases the 
perception of value for money. 6 Thus the positive effect on sales of using a 99- 
ending can be negated by the effect when the product is on offer in a sale. 

Second-market discounting 

Second-market discounting is common in some service industries and in interna¬ 
tional markets. The brand is sold at one price in one market, and in a lower price 
in another: for example, museums offer discounts to students, some restaurants 
offer discounts to elderly people on week-nights, and so forth. Often these dis¬ 
counts are offered to even out the Loading on the firm; week-night discounts fill 
the restaurant on what would otherwise be a quiet night, so making more effi¬ 
cient use of the premises and staff. 

In international markets products might be discounted to meet local competi¬ 
tion. For example, Honda motorcycles are up against strong local competition in 
India from Royal Enfield, so the price of their basic 100 cc motorcycle is around 
Rs39 000 (about £600). A similar Honda motorcycle in the UK costs around £2000. 
The specifications of the motorcycles do differ somewhat - but it is difficult to see 
any difference that would account for a £1400 price differential. 


Competitor-based pricing 

Competitor-based pricing recognises the influence of competition in the market¬ 
place. Strategically, the marketer must decide how close the competition is in 
providing for the consumers' needs; if the products are close, then prices will 
need to be similar to those of the competition. A meet-the-competition strategy 
has the advantage of avoiding price wars and stimulating competition in other 
areas of marketing, thus maintaining profitability. An undercut-the-competition 
strategy is often the main plank in the firm's marketing strategy; it is particularly 
common among retailers, who have relatively little control over product features 
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and benefits and often have little control over the promotion of the products they 
stock. Some multinational firms (particularly in electronics) have the capacity to 
undercut rivals since they are able to manufacture in low-wage areas of the 
world, or are large enough to use widespread automation. There is a danger of 
starting price wars when using an undercutting policy (see penetration pricing 
below). Undercutting (and consequent price wars) may be becoming more 
common. 7 

Firms with large market shares often have enough control over their distribu¬ 
tion systems and production capacity within their industries to become price 
leaders. Typically, such firms can make price adjustments without starting price 
wars, and can raise prices without losing substantial market share (see Chapter 2 
for monopolistic competition). 8 Sometimes these price leaders become sensitive 
to the price and profit needs of their competitors, in effect supporting them, 
because they do not wish to attract the attention of monopoly regulators by 
destroying the competition. 9 Deliberate price fixing (managers colluding to set 
industry prices) is illegal in most countries. 

Penetration pricing 

Penetration pricing is used when the firm wants to capture a large part of the 
market quickly. It relies on the assumption that a lower price will be perceived as 
offering better value for money (which is, of course, often the case). 

For penetration pricing to work, the company must have carried out thorough 
research to find out what the competitors are charging for the nearest similar 
product. The new product is then sold at a substantially lower price, even if this 
cuts profits below an acceptable level; the intention is to capture the market 
quickly before the competitors can react with even lower prices. The danger with 
this pricing method is that competitors may be able to sustain a price war for a 
long period and will eventually bankrupt the incoming firm. It is usually safer to 
compete on some other aspect of the offering, such as quality or delivery. 

Predatory pricing 

In some cases, prices are pitched below the cost of production. The purpose of 
this is to bankrupt the competition so that the new entrant can take over entirely; 
this practice is called predatory pricing, and (at least in international markets) is 
illegal. Predatory pricing was successfully used by Japanese car manufacturers 
when entering the European markets in the 1970s, and is commonly used by large 
firms who are entering new markets. For the strategy to be successful, it is neces¬ 
sary for the market to be dominated by firms that cannot sustain a long price war. 
It is worth doing if the company has no other competitive edge, but does have 
sufficient financial reserves to hold out for a long time. Naturally, this method is 
customer-orientated since it can work only by providing the customers with very 
much better value for money than they have been used to. The company will 
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eventually raise prices again in order to recoup the lost profits once the market 
presence has been established, however. 

The ultimate in predatory pricing is dumping. This is the practice of selling 
goods at prices below the cost of manufacture, and was at one time commonly 
practised by Communist countries desperate for hard currency. Dumping is ille¬ 
gal under international trade rules, but is difficult to prove, and by the time the 
victim countries have been able to prove their case and have the practice stopped, 
it is usually too late. 

Competitor-based pricing is still customer-orientated to an extent, since it takes 
as its starting-point the prices that customers are currently prepared to pay. 


SETTING PRICES 


Price setting follows eight stages, as shown in Table 7.6. 

Price setting can be complex if it is difficult to identify the closest competitors, but 
it should be home in mind that no product is entirely without competition; there is 
almost always another way in which customers can meet the need supplied by the 
product. Also, different customers have different needs and therefore will have dif- 


TABLE 7.6 


Eight stages of price setting 


Stage 

Explanation 

Development of pricing 
objectives 

The pricing objectives derive from the organisation's overall objectives; does the 
firm seek to maximise market share, or maximise profits? 

Assessment of the 
target market's ability 
to purchase and 
evaluation of price 

Buyers tend to be more sensitive to food prices in supermarkets than to drinks 
prices in clubs. Also, a buyer's income and availability of credit directly affect the 
ability to buy the product at all. 

Determination of 
demand 

For most products demand falls as price rises. This is not necessarily a straight-line 
relationship, nor is the line necessarily at forty-five degrees; for some products 
even a small price rise results in a sharp fall in demand [e.g. petrol) whereas for 
other products (e.g. salt) even a large price rise hardly affects demand at all. 

Analysis of demand, 
cost and profit 
relationships 

The firm needs to analyse the costs of producing the item against the price that the 
market will bear, taking into account the profit needed. The cost calculation will 
include both the fixed costs and the unit costs for making a given quantity of the 
product; this quantity will be determined by the market, and will relate to the 
selling price. 
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Evaluation of 
competitors' prices 

This will involve a survey of the prices currently being charged, but will also have to 
consider the possible entry of new competitors. Prices may be pitched higher than 
the competitors in order to give an impression of exclusivity or higher quality; this 
is common in the perfume market, and in services such as restaurants and 
hairdressing. 

Selection of a pricing 
policy 

The pricing policy needs to be chosen from the list given in the early part of the 
chapter. 

Development of a 
pricing method 

Here the producer develops a simple mechanism for determining prices in the 
future. The simplest method is to use cost-plus or mark-up pricing; these do not 
take account of customers, however, so something a little more sophisticated 
should be used if possible. 

Determining a specific 
price 

If the previous steps have been carried out in a thorough manner, determining the 
actual price should be a simple matter. 

(Source: Adapted from Dibb et al . 10 ) 


fering views on what constitutes value for money - this is why markets need to be 
segmented carefully to ensure that the right price is being charged in each segment. 
As in any question of marketing, it is wise to begin with the customer. 


CASE STUDY 7: LOW-COST AIRLINES 

Prior to 1987, air travel within Europe was heavily regulated and was largely the 
province of the rich. National airlines of European Union member states had developed 
a highly complex set of agreements about who could fly where, how many seats were 
allowed on each aircraft, and what fares could be charged. All these decisions were 
made by the national airlines in negotiation with each other - so that, for example, 
Alitalia might not allow British Airways to fly from London to Milan unless Alitalia could 
be given a route from Rome to Manchester. 

In essence, the national airlines regarded the skies of Europe as their personal 
property: the only exception was private charter flying, which of course they were 
powerless to prevent, and which gave rise to the cheap package holiday. Prior to 
1987, it was often cheaper for a business traveller to buy a package holiday to (say) 
Rome and then stay in another hotel rather than buy a scheduled flight with BA 
or Alitalia. 

All this changed in 1987 when the European Union agreed that the skies should 
be liberalised for any carriers. Over the protests of the national airlines, licences 
were granted for operators to fly scheduled routes from anywhere to anywhere, 
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subject of course to air traffic control regulations and agreement with the airports 
concerned. Thus the possibility for cheap, no-frills airlines was opened up. 

One of the earliest to enter the market (and still the best-known] was EasyJet. 

This airline operates a very effective website, which has served as the pattern 
for other cheap airlines. Seat prices are not fixed, but are controlled by demand 
using sophisticated computer software: as demand rises, so does the price of the 
seat, which means that early booking makes economic sense. Sometimes seats 
are sold well below cost - seats for £1 (plus airport taxes] are not unusual, and it is 
certainly common for an air fare from London to (say] Venice to be cheaper than 
the rail fare from London to Manchester. 

Other airlines quickly followed, often as subsidiaries of major carriers. KLM set 
up their own Buzz no-frills carrier, British Midland set up BMI Baby, and MyTravel 
(the tour operator] set up MyTravelite. Other European countries quickly followed 
suit - Germany (Germanwings and HLX], Italy (Volareweb), Ireland (Ryanair] and 
Holland (Basiq Air). No doubt more will follow. 

The basis of a low-cost airline is that the company reduces its costs to an 
absolute minimum, and does not provide the level of service that a full-fare carrier 
would provide. For example, there are no in-flight meals (although most no-frills 
airlines will happily sell you a sandwich], there are no tickets (everything is done 
over the Internet, so passengers use their own paper and ink to print tickets], and 
in some cases there are no boarding cards, merely plastic tokens. Check-in proce¬ 
dures often do not include reserving seats: passengers find a seat once on board, 
which sometimes results in an unseemly rush to board the aircraft in order to grab 
the best seats. 

Turnround times on the ground are also usually very fast. The aircraft is tidied 
up quickly, the pilots talk to the ground engineers via radio so that they do not need 
to leave the cockpit, and the plane is often ready to go again with the same crew on 
board within 20 minutes. Some of the no-frills airlines have even reduced the 
number of toilets on board the aircraft in order to fit in extra seats. The aircraft will 
not wait for late passengers, even if they have already checked in - turnround 
times are too tight. Even the cabin-crew uniforms are basic - jeans and a T-shirt 
is typical. 

From the passengers' viewpoint all this is fine. The standard of service is low, 
but so is the fare - no one expects great service if they are paying less for the flight 
than they paid for the taxi to the airport. On a short flight, the lack of enough toilets 
or an in-flight meal is hardly a problem, and no one really expects a fashion parade 
from the cabin crew. Where the major carriers have been able to compete is on the 
actual destinations: because low-cost carriers typically use the cheaper regional 
airports, passengers are often faced with lengthy journeys to get to their final des¬ 
tinations. Major airlines also do well from business flyers, because the price is not 
an issue when the company is paying. Low-cost airlines have also (so far) had very 
little impact on long-haul flying: a ten-hour flight without a meal and with few toi¬ 
lets is not as appealing as a one-hour flight in the same conditions. 


Summary 


Ultimately, tow-cost airlines are unlikely to take the whole market. They offer 
the opportunity for people to travel by air where previously they might have trav¬ 
elled by road, rail or bus, or (more likely) stayed at home. There are threats on the 
horizon, too - the surface transport lobby objects to the fact that aircraft fuel is tax- 
free whereas road fuel is heavily taxed, and the European Union has recently 
clamped down on airports offering special deals to low-cost carriers in order to 
encourage more passengers, and thus increase business through airport shops, 
restaurants and bars. Also, the massive increase in air traffic in Europe has 
stretched air traffic control systems to breaking point, especially in the peak 
summer season. Meanwhile, passengers continue to enjoy low prices, hotels are 
enjoying unprecedented levels of tourism, and airports are burgeoning as a result 
of the spending power of passengers coming through the gates. 

Questions 

1 Why would anybody fly with a major carrier, if the low-cost carriers are so much 
cheaper? 

2 What type of pricing do low-cost carriers use? 

3 Why would an airport charge a low-cost airline less than they would a major 
carrier? 

4 How might a major carrier compete against a low-cost airline flying the same 
route? 

5 How does value for money fit into the air travel industry? 



SUMMARY 


Value for money is a subjective concept; each person has a differing view of what 
represents value for money, and this means that different market segments will 
have differing views on whether a given price is appropriate. Marketing is about 
encouraging trade so that customers and manufacturers can maximise the satis¬ 
faction gained from their activities; to this end, marketers always try to make 
exchanges easier and pleasanter for customers. 

Here are the key points from this chapter: 

• Prices, ultimately, are fixed by market forces, not by suppliers alone. Therefore 
suppliers would be ill-advised to ignore the customer. 
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• There is no objective difference between necessities and luxuries; the 
distinction lies only in the mind of the customer. 

• Customers cannot spend the same money twice, so they are forced to make 
economic choices. A decision to do one thing implies a decision not to do 
another. 

• Customers have a broad and sometimes surprising range of choices when 
seeking to maximise utility. 

• Pricing can be cost-based, competition-based or customer-based; ultimately, 
though, consumers have the last word because they can simply spend their 
money elsewhere. 



CHAPTER QUESTIONS 


1 What is the difference between margin and mark-up? 

2 When should a skimming policy be used? 

3 How can penetration pricing be used in international markets? 

4 Why should a firm be wary of cost-plus pricing? 

5 How does customary pricing benefit the supplier? 


V?"' r W MULT| - CH0ICE QUESTIONS 

1 Pricing which is based on how much it costs to produce a product is called: 

(A) Cost-plus pricing. 

(B) Demand pricing. 

(C) Customary pricing. 

2 What is the difference between mark-up and margin? 

(A) Mark-up is based on customers' perceptions, margin is based on 
producers' perceptions. 

(B) Mark-up is based on bought-in price, margin is based on selling price. 

(C) Mark-up is based on a fixed percentage, margin is variable. 



Multi-choice questions 


3 Setting a high price which gradually reduces as competitors enter the market 
is called: 

(A) Penetration pricing. 

(B) Competitive pricing. 

(C) Skimming. 

4 Selling a product at one price in one market and a lower price in another is 
called: 

(A) Second-market discounting. 

(B) Penetration pricing. 

(C) Competitive pricing. 

5 Predatory pricing is: 

(A) Setting a price below the costs of production so as to bankrupt 
competitors. 

(B) Setting a price low to capture a large share of a new market. 

(C) Setting prices high to give an impression of high quality. 

6 Which of the following is not an assumption underpinning the economist's 
model of price setting by supply and demand? 

(A) That price is the only issue that concerns consumers. 

(B) That supply will always rise as demand falls. 

(C) That consumers have perfect knowledge of the marketplace. 

7 Having to choose between alternatives when one has limited resources is 
called: 

(A) The economic choice. 

(B) The decision-making unit. 

(C) The value chain. 

8 Demand pricing is used because: 

(A) It is easiest to apply. 

(B) It is consumer-orientated. 

(C) It gives the most profit per unit of production. 

9 Ending a price with 99 1 is an example of: 

(A) Psychological pricing. 

(B) Demand pricing. 

(C) Customary pricing. 

10 A reverse auction is one in which: 

(A) Buyers compete against each other to buy an item. 

(B) The price gets higher as more people enter the market. 

(C) Buyers combine to force prices down. 
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FURTHER READING 


For a fairly readable text on the economic aspects of pricing, Richard Lipsey's Introduction to 
Positive Economics, 6th edn (London, Weidenfeld and Nicholson, 1983) is worth looking at. 

Len Rogers' Pricing for Profit (Oxford, Basil Blackwell, 1990) is a practitioner-style book 
which contains a very comprehensive 'how-to' guide to pricing. 

Hermann Simon's Price Management (Amsterdam, Elsevier Science Publishers BV, 1989) 
gives an in-depth analysis of pricing strategy, with plenty of supporting mathematics. 



GLOSSARY 


Competitor-based pricing Using competitors' prices as a starting-point for 
price-setting. 

Cost-plus pricing Basing the price calculation on the firm's production costs, 
plus a predetermined allowance for profit. 

Customary pricing Aprice applied to a product or for a minimum amount of a 
product and fixed for a number of years. 

Demand pricing Prices based on the customers' demand for the product. 

Economic choice The decisions forced on customers and producers by the 
scarcity of resources. 

Elastic demand A state of affairs where the amount of the product that will be 
purchased is strongly affected by its price. 

Inelastic demand A state of affairs where the amount of the product that will be 
purchased is relatively unaffected by its price. 

Loading The level of demand for a service at different times of the day, year, 
week or month. 

Margin The amount of profit calculated as a percentage of the selling price. 

Mark-up The amount of profit calculated as a proportion of the bought-in price. 

Mark-up pricing Adding a fixed percentage to the bought-in price of a product. 

Meet-the-competition strategy Setting prices close to those of the nearest 
competitors. 


References 


Odd-even pricing The practice of ending prices with an odd number of cents, 
pence, etc., in order to give the impression of a lower price. 

Penetration pricing Pricing a new product low in order to maximise market 
penetration before competitors can enter the market. 

Predatory pricing Pricing products so far below those of competitors that the 
competitors will be bankrupted. 

Prestige pricing Applying a high price to a product to indicate its high quality. 

Price elasticity of demand The extent to which the demand for a product is 
affected by its price. 

Price leaders Firms whose market share and share of the capacity in the 
industry are great enough for them to be able to set the prices in the market. 

Product-line pricing Applying differential pricing policies to products that are 
co-dependent in terms of demand. 

Psychological pricing Applying prices that appeal to the customer's emotions 
and subconscious thought processes. 

Second-market discounting Offering products at a lower price in a second 
market than is charged in the main market. 

Shelf price The retail selling price. 

Skimming Applying high prices on the launch of a novel product and steadily 
reducing them as the product penetrates the market. 

Undercut-the-competition strategy Setting prices consistently below those of 
the nearest competitors. 
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Objectives 

After reading this chapter you should be able to: 

understand the role of distribution as providing an integral part of the 
product's benefits; 

explain the way agents, wholesalers and retailers work in the distribution 
system; 

choose the best distribution channel for a given market segment and product; 
explain some of the challenges facing retailers; 
know what to expect of different types of wholesaler; 
understand the difference between logistics and distribution. 
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INTRODUCTION 


Producing something that consumers would like to buy is only part of the story; 
people can only buy products that are available and easily obtained. In terms of 
the seven Ps distribution is the means by which place is determined. Marketers 
therefore spend considerable effort on finding the right channels of distribution, 
and on ensuring that the products reach consumers in the most efficient way. 

In business-to-business marketing, distribution is often the real key to success. 
Business buyers may buy through agents or wholesalers rather than direct from 
producers, so that tapping into a good distribution network is the most important 
step a company can take. 


LOGISTICS y DISTRIBUTION 


Physical distribution is concerned with the ways organisations get the physical 
product to a point where it is most convenient for the consumer to buy it. 
Logistic: takes a wider view: originally based on military terminology, logistics is 
concerned with the process of moving raw materials through the production and 
distribution processes to the point at which the finished product is needed. This 
involves strategic decision-making about warehouse location, materials manage¬ 
ment, stock levels and information systems. Logistics is the area in which 
purchasing and marketing overlap. 

In some ways the physical distribution of a product is part of the bundle of 
benefits that make up that product. For example, a jacket bought through mail 
order offers convenience benefits which a chain-store jacket does not. Conversely, 
the chain-store purchase may include hedonic benefits (the fun of shopping 
around, the excitement of finding a real bargain), which the mail-order company 
does not supply. Even when the actual jacket is identical, the benefits derived 
from the distribution method are different. 

The purpose of any physical distribution method is to get the product from its 
point of production to the consumer efficiently and effectively. The product must 
arrive in good condition, and fit the consumer's need for convenience, or cheap¬ 
ness, or choice, or whatever else the particular target market thinks is important. 
Thus, from a marketing viewpoint, the subject of distribution covers such areas as 
transportation methods, wholesaling, high street retailing, direct mail marketing 
and even farm-gate shops. 

Physical distribution is to do with transportation methods; distribution strategy 
decisions are about which outlets should be used for the product. 
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Transportation methods 

Transportation methods vary according to speed, cost, and ability to handle the 
type of product concerned. As a general rule, the quicker the method the more 
expensive it is, but in some cases it may be cheaper to use a faster method 
because the firm's capital is tied up for less time. For perishable goods such as 
fruit, standby airfreight can be as cheap as sea transport, when the lower 
incidence of wastage is taken into account. 

The transportation method chosen for a particular product will depend on the 
factors listed in Table 8.1. In all these cases, there will be trade-offs involved. 
Greater customer service will almost always be more expensive; greater reliability 
may increase transit time, as will greater traceability because in most cases the 
product will need to be checked on and off the transport method chosen. As with 
any other aspect of marketing activity, the customer's overall needs must be 
taken into account, and the relative importance of those needs must be judged 
with some accuracy if the firm is to remain competitive. 


TABLE 8.1 


Choosing a transportation method 


Factor 

Explanation and examples 

The physical 
characteristics of 
the product 

If the product is fragile (for example sheet glass] distribution channels need to be 
short and handling minimised. For perishable goods (e.g. fruit] it may be cheaper 
to use standby airfreight than to ship by sea, because there will be less spoilage en 
route. 

The methods used by 
the competition 

It is often possible to gain a significant competitive edge by using a method which 
is out of the ordinary. For example, most inner-city courier companies use 
motorbikes to deliver urgent documents, but a few use bicycles. In heavy traffic 
bicycles are often quicker, and can sometimes use routes that are not open to 
powered vehicles, so deliveries are quicker. 

The costs of the 
various channels 
available 

The cheapest is not always the best: for example, computer chips are light, but 
costly, and therefore it is cheaper to use airfreight than to tie up the company's 
capital in lengthy surface transportation. 

The reliability of the 
channel 

Emergency medical supplies must have 100% reliable transportation, as must 
cash deliveries. 

The transit time 

This also applies to fruit and computer chips. 

Security 

Highly valuable items may not be easily distributed through retailers. Direct 
delivery may work much better. 
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TABLE 8.1 


Choosing a transportation method [ continued ] 


Traceability 

The ease with which a shipment can be located or redirected. For example, oil 
tankers can be diverted to deliver to different refineries at relatively short notice. 

This allows the oil companies to meet demand in different countries. 

The level of customer 
service required 

Customers may need the product to be delivered in exact timings (for example, in 
just-in-time manufacturing]. The Meals on Wheels service is another example; it is 
essential that deliveries are 100% reliable. 


(Source: Adapted from The Management of Business Logistics, 4th edn, by Coyle, Bordi and Langley. © 1988. Reprinted with permission of South 
Western, a division of Thomson Learning: www.thomsonrights.com. Fax 800 730 2215.) 


Distribution channels 

Transportation method is also affected by the channel of distribution, or market¬ 
ing channel. Figure 8.1 shows some of the possible channels of distribution a 
consumer product might go through. 
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Channels of distribution 


(Source: Dibb et al. 2 ) 
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Products are rarely delivered directly from producer to consumer, but instead 
pass through the hands of wholesalers, agents, factors or other middle men. For 
example, it is hardly likely to be very efficient for a tuna importer to deliver 
directly to every small grocery business in the country (It would be even less effi¬ 
cient to deliver to each consumer.) The importer will probably employ an agent 
(who will be working for several manufacturers) to take orders from wholesalers. 
The importer will bulk-deliver the tuna to the wholesalers, who will then break 
the delivery down to send out to the retailers. The wholesaler either will deliver 
to the retailers along with the products of many other importers and manufactur¬ 
ers, or will offer a cash-and-carry service so that the retailers can make all their 
supplies purchases in one trip. The net result is a great saving in time, since the 
trucks are not going perhaps hundreds of miles with one case of tuna on board. 

In fact, food frequently passes through lengthy and complex distribution sys¬ 
tems. Each intermediary in the process performs a useful function, increasing the 
efficiency of the exchanges. Table 8.2 shows some of the functions carried out by 
intermediaries. 

'Cutting out the middleman' is popularly supposed to be a way of buying 
things cheaper. In fact, for most products where agents and wholesalers are used, 
the savings made by greater efficiency more than cover the cost of the extra mark¬ 
up on the product. This means that cutting out the middleman is more likely to 
increase the cost of the product. 


TABLE 8.2 


Functions of channel members 


Function 

Explanation 

Sorting out 

Separating out heterogeneous deliveries into homogeneous ones. For example, 
sorting a tomato crop into those suitable for retail sale and those suitable only for 
juice production. 

Accumulation 

Aggregating small production batches into amounts big enough to be worth 
shipping. Forwarding agents will arrange for small exporters to share a container, 
for example. 

Allocation 

Breaking down large shipments into smaller amounts. A wholesaler receiving a 
truckload of baked beans will sell them on a case at a time. This is also called bulk 
breaking. 

Assorting 

Combining collections of products that will appeal to groups of buyers. For 
example, clothes shops stock clothes from many manufacturers; food cash-and- 
carry wholesalers will specialise in all the products needed by caterers and 
grocers, including shop signs and plastic knives and forks. 
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Direct producer-to-consumer channels are typical of personal services such as 
hairdressing, where use of intermediaries would be impossible, and of major cap¬ 
ital purchases such as houses or home improvements. This is because these 
products cannot be broken down into smaller units, or assorted, or accumulated. 
There is therefore no function for the middlemen to fulfil. 

If the distribution network is efficiently managed, goods come down the chan¬ 
nel and information goes up. Retailers can feed back information about what 
consumers need, either formally (by carrying out a monitoring exercise and pass¬ 
ing the information to the manufacturer or wholesaler) or informally (since 
retailers order only what is selling, producers can infer what is required by the 
consumers). A good salesperson will also act as an information channel, and will 
find out from the retailers what they think consumers want, as well as convey 
information from the manufacturers to the retailer. 

Major manufacturers often have several distribution channels, catering for dif¬ 
ferent market segments. Food processing firms will usually have separate 
channels for caterers and for retailers, car manufacturers may deal directly with 
large fleet operators rather than operating through their retail dealer network, 
and electronics manufacturers may have one channel for consumer products and 
another for defence products. 

Table 8.3 shows the funchons of some of the members of a channel of distribution. 


TABLE 8.3 


Categories of channel members 


Channel member 

Function 

Agents 

Agents usually act purely as a sales arm for the manufacturer, without actually 
buying the products. The agent never takes title to the goods; agency sales 
representatives call on major retailers and on wholesalers on behalf of a number 
of manufacturers, and take orders and arrange delivery. This saves the 
manufacturer the cost of operating a large salesforce to carry perhaps only a small 
product range. 

Wholesalers 

Wholesalers actually buy the goods from the manufacturers, often through an 
agent, then sell the goods on to the retailers or sometimes the final consumers. 

Retailers 

A retailer is any organisation that offers goods directly to consumers. This includes 
mail order companies, door-to-door salespeople and e-commerce organisations 
selling over the internet. 






Wholesalers 


WHOLESALERS 


The wholesaler carries out the following functions: 

• Negotiates with suppliers. 

• Some promotional activities: advertising, sales promotion, publicity, providing 
a salesforce. 

• Warehousing, storage and product handling. 

• Transport of local and sometimes long-distance shipments. 

• Inventory control. 

• Credit checking and credit control. 

• Pricing and collection of pricing information, particularly about competitors. 

• Channel of information up and down the distribution network, again particu¬ 
larly with regard to competitors' activities. 

All of these functions would have to be carried out by each manufacturer individ¬ 
ually if the wholesaler did not exist; by carrying them out on behalf of many 
manufacturers the wholesaler achieves economies of scale, which more than 
cover the profit taken. 

The wholesaler also provides services to the retailers, as follows: 

• Information gathering and dissemination. 

• One-stop shopping for a wide range of products from a wide range of manu¬ 
facturers. 

• Facilities for buying relatively small quantities. 

• Fast deliveries - often cash-and-carry. 

• Flexible ordering - can vary amounts as demand fluctuates. 

Again, from the retailer's viewpoint it is much more convenient and cheaper to 
use a wholesaler. Only if the retailer is big enough to order economic quantities 
direct from the manufacturer will it be worthwhile to do so. For example, few 
hairdressers are big enough to order everything direct from the manufacturers, so 
a large part of a salon's stock-in-trade is bought from wholesalers. 

There are many different types of wholesalers: 2 

• Merchant wholesalers buy in goods and sell directly to the retailers, usually 
delivering the goods and having a salesforce calling on retailers in their area. 
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• Full-service merchant wholesalers provide a very wide range of marketing 
services for retailers, including shop design, sales promotion deals, advertising 
(sometimes nationally), coupon redemption, own-brand products, and so 
forth. A good example is Spar, the grocery wholesaler, which supplies corner 
shops throughout the UK and parts of the rest of Europe. The shops carry the 
Spar logo and stock Spar's own-brand products, but each shop is individually 
owned and managed. 

• General-merchandise wholesalers carry a wide product mix, but little depth, 
dealing mainly with small grocery shops and general stores. They operate as a 
one-stop shop for these retailers. Cash-and-carry warehouses are a good example. 

• Limited-line wholesalers offer only a limited range of products, but stock 
them in depth. They are often found in industrial markets, selling specialist 
equipment (such as materials handling equipment) and offering expertise in 
the field. 

• Speciality line wholesalers carry a very narrow range, for example concentrat¬ 
ing on only one type of food (e.g. tea). They are typically found dealing in 
goods that require special knowledge of the buying, handling, or marketing of 
the product category. 

• Rack jobbers own and maintain their own stands or displays in retail outlets. 
Typical products might be cosmetics, tights or greetings cards. The retailer 
pays only for the goods sold, and usually does not take title to the goods - this 
can be a big saving in terms of capital, and since the rack jobber undertakes to 
check the stock and restock where necessary, the retailer also saves time. 

• Limited-service wholesaler: take title to goods, but often do not actually take 
delivery, store inventory, or monitor demand. A typical example might be a 
coal wholesaler, who buys from a producer and arranges for the coal to be 
delivered direct to coal merchants, without the coal first being delivered to the 
wholesaler. 

• Cash-and-carry wholesalers offer a way for wholesalers to supply small 
retailers at minimum cost. The cash-and-carry wholesaler operates like a giant 
supermarket: retailers call, select the cases of goods needed, and pay at a 
checkout, using their own transport to take the goods back to their shops. This 
is an extremely flexible and efficient system for both parties. 

• Drop shippers (or desk jobbers) obtain orders from retailers and pass them on to 
manufacturers, buying the goods from the manufacturer and selling to the 
retailer without ever actually seeing the goods. The drop shipper provides the 
salesforce and takes on the credit risk on behalf of the manufacturer, but does 
not have the storage costs or the overheads of a merchant wholesaler. 

• Mail order wholesalers use catalogues to sell to retailers and industrial users. 
This avoids the use of an expensive salesforce, and works best for dealing with 
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retailers in remote areas. Goods are despatched through the post or by com¬ 
mercial carriers; these wholesalers take title to the products. 

To summarise, wholesalers perform a wide variety of functions, all aimed at 
making the exchange of goods easier and more efficient. This leaves the manufac¬ 
turer free to concentrate resources on improving production efficiencies and the 
physical product offering, and retailers to concentrate on providing the most 
effective service for the consumer. 


RETAILERS 


Retailers deal with any sales that are for the customer's own use, or for the use of 
family and friends. In other words, any purchases that are not for business needs 
are the domain of the retailer. 

Therefore, a retailer is not necessarily a high street shop, or a market trader; 
mail order catalogues, TV phone-in lines, even door-to-door salesmen are all 
retailers. Tupper Corporation (which sells Tupperware on the party plan) is as 
much a retailer as Aldi, Makro, or Coles, even though the product is sold in the 
customer's own home. 

Traditionally most retail outlets have been in city centres or suburban high 
streets. Partly this was for convenience, so that shoppers had a central area to 
visit for all their shopping requirements, and partly it was due to planning regu¬ 
lations which zoned most retail shops in traditional retail areas, away from 
industrial parks and housing estates. 

More recently out-of-town hypermarkets and shopping parks have been grow¬ 
ing up. This is in response to the following factors: 

• Greater car ownership means an increase in outshopping (shopping outside 
the area where the consumer lives). 

• High city-centre rents and property taxes make out-of-town sites more attrac¬ 
tive for retailers. 

• Town planners have used retail parks as a way of regenerating decaying indus¬ 
trial sites on the edges of towns. 

Such out-of-town sites have not necessarily damaged all town-centre retailers, 
although there has been a shift in the composition of city-centre retail districts. 
For example, food retailers have largely gone from central sites in major cities, 
except for delicatessens and speciality food outlets. In the United Kingdom, 
supermarket chain Tesco has recently begun to reverse this trend with the estab¬ 
lishment of the Tesco Metro stores in city centres. These stores carry a limited 
range of products, usually in smaller pack sizes, and aim at office workers shop¬ 
ping in their lunch hours or convenience shopping. 
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Here are some descriptions of different types of retail outlet: 

• Convenience stores, or comer shops, offer a range of grocery and household 
items. These local shops often open until late at night. They are usually family- 
run, often belong to a trading group such as Spar, Circle K or 7-Eleven, and 
cater for last-minute and emergency purchases. In recent years, the Circle K 
and 7-Eleven franchises have expanded internationally from the United States 
and are making inroads into the late-night shopping market. Convenience 
stores have been under threat from supermarkets as later opening has become 
more common, and as the laws on Sunday trading in many countries have 
been relaxed. 

• Supermarkets are large self-service shops, which rely on selling at low prices. 
Typically they are well-laid-out, bright, professionally run shops carrying a 
wide range of goods. 

• Hypermarkets are even bigger supermarkets, usually in an out-of-town or 
edge-of-town location. A typical hypermarket would carry perhaps 20 000 
lines. The true hypermarket sells everything from food to TV sets. 

• Department stores are located in city centres and sell everything; each depart¬ 
ment has its own buyers, and functions as a separate profit centre. Examples 
are Harrods of London, El Corte Ingles in Spain and Clery's in Dublin. Within 
department stores, some functions are given over to concessionaires, who pay 
a rental per square foot plus a percentage of turnover to set up a store-within- 
a-store. Miss Selfridge, Brides and Principles all operate in this way within 
department stores. The trend is towards allowing more concessionaires, and 
around 70% of Debenham's floor space is allocated this way. 

• Variety stores offer a more limited range of goods, perhaps specialising in 
clothes (e.g. Primark) or in housewares and music (e.g. Woolworths). 

• Discounters (sometimes called baby sharks) are grocery outlets offering a min¬ 
imum range of goods at very low prices. Often the decor is basic, the displays 
almost non-existent, and the general ambience one of pile-it-high-and-sell-it- 
cheap. Kwik Save, Lidl and Aldi are examples of this approach; such stores 
typically carry only 700 lines or so. 

• Niche marketers stock a very limited range of products, but in great depth. 
Examples are Sock Shop and Tie Rack. They frequently occupy tiny shops 
(even kiosks at railway stations) but offer every possible type of product 
within their very narrow spectrum. Niche marketers were the success story of 
the 1980s, but declined somewhat during the 1990s. 

• Discount sheds are out-of-town DIY and hardware stores. They are usually 
businesses requiring large display areas, but with per-square-metre turnovers 
and profits that do not justify city-centre rents. Service levels are minimal, the 
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stores are cheaply constructed and basic in terms of decor and ambience, and 
everything is geared towards minimising the overhead. 

• Catalogue showrooms have minimal or non-existent displays, and are really 
an extension of the mail order catalogue. Customers buy in the same way as 
they would by mail order, by filling in a form, and the goods are brought out 
from a warehouse at the rear of the store. These outlets usually have sophisti¬ 
cated electronic inventory control. 

• Non-store retailing includes door-to-door selling, vending machines, telemar¬ 
keting (selling goods by telephone), mail order and catalogue retailing. 
Telemarketing may be inbound or outbound: inbound means that customers 
telephone the retailer to place an order, whereas outbound means the retailer 
telephones potential customers to ask them to buy. Currently outbound tele¬ 
marketing is relatively unusual in UK consumer markets, although it is 
common in the United States; it is often used to make appointments for sales 
representatives to call, for products such as fitted kitchens or double glazing, 
but actual selling over the telephone is rare. 

E-commerce refers to retailing over the Internet. Currently, e-commerce is domi¬ 
nated by business-to-business marketing, but dot.com firms such as 
Amazon.com, Lastminute.com and Priceline.com are making inroads into con¬ 
sumer markets. The growth of such firms is limited mainly by the growth in 
Internet users; as more people go on-line, the potential market increases and is 
likely to do so for the foreseeable future. Traditional retailers have not been slow 
to respond to the perceived threat: in the United Kingdom, frozen food retailer 
Iceland now offers an Internet service, with free delivery. There is more on this in 
Chapter 12. 

Because consumer needs change rapidly, there are fashions in retailing (the rise 
and fall of niche marketing demonstrates this). Being responsive to consumer 
needs is, of course, important to all marketers but retailers are at the 'sharp end' 
of this process, and need to be able to adapt quickly to changing trends. The fol¬ 
lowing factors have been identified as being crucial to retail success: 

• Location. Being where the consumer can easily find the shop - in other words, 
where the customers would expect such a shop to be. A shoe shop would typi¬ 
cally be in a high street or city-centre location, whereas a furniture warehouse 
would typically be out of town. 

Buying the right goods in the right quantities to be able to supply what the con¬ 
sumer wants to buy. 

• Offering the right level of service. If the service level is less than the customer 
expects, he/she will be dissatisfied and will shop elsewhere. If the service level 
is too high, the costs increase, and also the customer may become suspicious 
that the prices are higher than they need be. Discount stores are expected to 
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have low service levels, and consumers respond to that by believing that the 
prices are therefore lower. 

• Store image. If the shop and its goods are upmarket, so must be the image in the 
consumer's mind. As with any other aspect of the product, the benefits must 
be as expected, or post-purchase dissonance will follow. 

• Atmospherics - the physical elements of the shop design that encourage pur¬ 
chase. Use of the right colours, lighting, piped music and even odours can 
greatly affect purchasing behaviour. 3 For example, some supermarkets use arti¬ 
ficially generated smells of fresh bread baking to improve sales of bakery 
goods. 

• Product mix. The retailer must decide which products will appeal to his/her 
customers. Sometimes this results in the shop moving away from its original 
product range into totally unrelated areas. 

Recent trends in retail include the greater use of EPOS (electronic point-of-sale) 
equipment and laser-scanners to speed checkout queues through (and, inciden¬ 
tally, to save staffing costs), and the increasing use of loyalty cards. These cards 
give the customer extra discounts based on the amount spent at the store over a 
given period. The initial intention is to encourage customers to buy at the same 
store all the time in order to obtain the discounts, and in this sense the cards are 
really just another sales promotion. This type of loyalty programme, involving 
economic benefits, does have a positive effect on customer retention. The schemes 
also tend to help in terms of increasing the retailer's share of the customers. 4 

There is a further possibility inherent in EPOS technology, however. It is now 
possible to keep a record of each customer's buying habits and to establish the 
purchasing pattern, based on the EPOS records. Theoretically, this would mean 
that customers could be reminded at the checkout that they are running low on 
certain items, since the supermarket computer would know how frequently those 
items are usually bought. The phrase Domesday marketing has been coined by 
Professor Martin Evans to describe this; whether it could be seen as a useful serv¬ 
ice for consumers, or as an unwarranted invasion of privacy, remains as a topic 
for discussion. 5 EPOS systems in the UK were redesigned in 2004 to allow for the 
introduction of chip-and-pin credit cards. These have been used in France and 
Spain for many years to reduce credit card fraud and reduce time spent at the 
checkouts. 


MANAGING DISTRIBUTION CHANNELS 


Channels can be led by any of the channel members, whether they are producers, 
wholesalers, or retailers, provided the member concerned has channel power. 
This power comes from seven sources, 6 as shown in Table 8.4. 
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TABLE 8.4 


Sources of channel power 


Economic sources of power 

Non-economic sources of power 

Other factors 

Control of resources. The degree 
to which the channel member has 
the power to direct goods, services 
or finance within the channel. 

Reward power. The ability to provide 
financial benefits, or otherwise 
favour channel members. 

Level of power. This derives 
from the economic and 
non-economic sources of power. 

Size of company. The bigger 
the firm compared with other 
channel members, the greater 
the overall economic power. 

Expert power. This arises when the 
leader has special expertise which 
the other channel members need. 

Dependency of other channel 
members. 

Referent power emerges 
when channel members try to 
emulate the leader. 


Willingness to lead. Clearly some 
firms with potential for channel 
leadership prefer not to have the 
responsibility, or are unable to 
exercise the potential for other 
reasons. 

Legitimate power arises from a 
superior-subordinate relationship. 

For example, if a retailer holds a 
substantial shareholding in a 
wholesaler, it has legitimate 
power over the wholesaler. 

Coercive power exists when one 
channel member has the power 
to punish another. 


Channel co-operation is an essential part of the effective functioning of chan¬ 
nels. Since each member relies on every other member for the free exchange of 
goods down the channel, it is in the members' interests to look after each other to 
some extent. Channel co-operation can be improved in the following ways: 

• The channel members can agree on target markets, so that each member can 
best direct effort towards meeting the common goal. 

• The tasks each member should carry out can be defined. This avoids duplica¬ 
tion of effort, or giving the final consumer conflicting messages. 

A further development is co-marketing, which implies a partnership between 
manufacturers, intermediaries and retailers. This level of co-operation involves 
pooling of market information and full agreement on strategic issues. 7 
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Channel conflict arises because each member wants to maximise its own prof¬ 
its or power. Conflicts also arise because of frustrated expectations: each member 
expects the other members to act in particular ways, and sometimes these expec¬ 
tations are unfulfilled. For example, a retailer may expect a wholesaler to 
maintain large enough stocks to cover an unexpected rise in demand for a given 
product, whereas the wholesaler may expect the manufacturers to be able to 
increase production rapidly to cover such eventualities. 

An example of channel conflict occurred when EuroDisney (now Disneyland 
Paris) first opened. The company bypassed the travel agents and tried to market 
directly to the public via TV commercials. Unfortunately, this did not work, 
because European audiences were not used to the idea of booking directly (and 
also were not as familiar with the Disney concept as American audiences) so few 
bookings resulted. At the same time Disney alienated the travel agents, and have 
had to expend considerable time and money in wooing them back again. 

Channel management can be carried out by co-operation and negotiation 
(often with one member leading the discussions) or it can be carried out by the 
most powerful member laying down rules that weaker members have to follow. 
Table 8.5 shows some of the methods which can be used to control channels. Most 
attempts to control distribution by the use of power are likely to be looked on 
unfavourably by the courts, but of course the abuse of power would have to be 
fairly extreme before a channel member would be likely to sue. 

Sometimes the simplest way to control a distribution channel is to buy out the 
channel members. Buying out members across a given level (for example, a whole¬ 
saler buying out other wholesalers in order to build a national network) is called 
horizontal integration; buying out members above or below in the distribution chain 
(for example a retailer buying out a wholesaler) is vertical integration. An example 
of extreme vertical integration is the major oil companies, which extract crude oil, 
refine it, ship it and ultimately sell it retail through petrol stations. At the extremes, 
this type of integration may attract the attention of government monopoly regulation 
agencies, since the integration may cause a restriction of competition. 

Producers need to ensure that the distributors of their products are of the right 
type. The image of a retailer can damage (or enhance) the image of the products 
sold (and vice versa). Producers need not necessarily sell through the most presti¬ 
gious retailer, and in fact this would be counter-productive for many cheap, 
everyday items. Likewise a prestigious product should not be sold through a 
down-market retail outlet. 

As the relationship between members of the distribution channel becomes 
closer power and conflict still remain important, but they are expressed in other 
ways, and the negotiations for their resolution change in nature. 8 


EFFICIENT CONSUMER RESPONSE 


Efficient consumer response (ECR) seeks to integrate the activities of manufactur¬ 
ers and retailers using computer technology; the expected result is a more 
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TABLE 8.5 


Channel management techniques 


Technique 

Explanation 

Legal position 

Refusal to deal 

One member refuses to do 
business with one or more 
other members: for example, 
hairdressing wholesalers 
sometimes refuse to supply 
mobile hairdressers, on the 
grounds that this is unfair 
competition for salons. 

In most countries suppliers do not have to 
supply anybody they do not wish to deal with. 
However, grounds may exist for a lawsuit if the 
refusal to deal is a punishment for not going 
along with an anti-competitive ruling by a 
supplier, or is an attempt to prevent the 
channel member from dealing with a third 
party with whom the manufacturer is in 
dispute. 

Tying contracts 

The supplier [sometimes a 
franchiser) demands that 
the channel member carries 
other products as well as the 
main one. If the franchiser 
insists that all the products 
are carried, this is called 
full-line forcing. 

Most of these contracts are illegal, but are 
accepted if the supplier alone can supply goods 
of a given quality, or if the purchaser is free to 
carry competing products as well. Sometimes 
they are accepted when a company has just 
entered the market. 

Exclusive dealing 

A manufacturer might prevent 
a wholesaler from carrying 
competitors' products, ora 
retailer might insist that no other 
retailer be supplied with the 
same products. This is often 
used by retailers to ensure that 
their 'price guarantees' can be 
honoured - obviously consumers 
will not be able to find the same 
product at a lower price locally 
if the retailer has prevented the 
manufacturer from supplying 
anybody else. 

Usually these are legal provided they do not 
result in a monopoly position in a local area: in 
other words, provided the consumer has access 
to similar products, there will not be a problem. 

Restricted sales 
territories 

Intermediaries are prevented 
from selling outside a given area. 
The intermediaries are often in 
favour of this idea, because it 
prevents competition within their 
own area. 

Courts have conflicting views about this 
practice. On the one hand, these deals can help 
weaker distributors, and can also increase 
competition where local dealers carry different 
brands; on the other hand, there is clearly a 
restraint of trade involved. 
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responsive stocking system for the retailer, which in turn benefits the manufac¬ 
turer. Some of the features of ECR are as follows: 

• Continuous replenishment under which the supplier plans production using data 
generated by the retailer. 

• Cross-docking attempts to co-ordinate the arrival of suppliers' and retailers' 
trucks at the distribution centres so that goods move from one truck to the 
other without going into stock. Although transport efficiency falls because a 
supermarket truck collecting (say) greengrocery might have to wait for several 
suppliers' trucks to arrive, the overall speed of delivery of products improves, 
which can be crucial when dealing with fresh foods. 

• Roll-cage sequencing allows storage of products by category at the warehouse; 
although this adds to the labour time at the warehouse, it greatly reduces 
labour time at the retail store. 

The main problem with ECR is that it relies on complete co-operation between 
supplier and retailer. In any channel of distribution where the power base is 
unequal, this is less likely to happen; despite the overall savings for the channel 
as a whole, self-interest on the part of channel members may lead to less than per¬ 
fect co-operation. 


CASE STUDY 8: AVON COSMETICS 

When book salesman David McConnell began giving away small vials of perfume as 
sweeteners for his customers, he did not realise what a huge empire he was laying 
the foundations for. He soon realised that people were more interested in the per¬ 
fumes than they were in the books - so he started the California Perfume Company 
in 1886, selling perfumes door-to-door. In 1939 the company became Avon. 

In 1958 the first Avon ladies appeared in Britain, immaculately dressed and 
made-up, and began knocking on the doors of suburban homes, selling cosmetics 
to housewives who were unable to get out to the shops, or whose villages and 
towns lacked shops with a reasonable selection of cosmetics. The Avon ladies sold 
cosmetics and also recruited new salespeople, so the company grew with all the 
power of a chain letter. 

Currently Avon sells over 7500 products in 25 languages, throughout 143 coun¬ 
tries, employing 4.4 million salespeople. In 2003 the company turned over $6.8 
billion worldwide and made $534.6 million in profits. The UK market share is 
second only to Boots, making the company a profit of £326 million in 2002. This is 
approaching the same level as competitor L'Oreal's entire UK turnover (£443 mil¬ 
lion in 2001). 

The success of Avon is not based on the cosmetics themselves: the cosmetics 
are good, but nothing special, and the packaging ranges from the dowdy to the 
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garish. The corporate image is not exactly upmarket either: firms such as L'Oreal 
and Olay regard Avon as something of a joke, perhaps because of its direct setting 
approach, which puts it in the same class as double-glazing and door-to-door 
brush salesmen in some people's eyes. However, Avon products end up in some 
surprising handbags: fashion writers and film stars use the products, just a few of 
the one in three women in Britain who use Avon products. Avon has no presence on 
the high street: the products are sold only through its 160 000 Avon ladies, who still 
travel round selling to customers in their own homes. For this is the real strength 
of Avon: it distributes its products directly to people's homes, which caters for the 
housebound, the housewives with small children, those who live too far from the 
shops, those who have too little time to go and shop. It is the distribution method 
which overcomes all the other drawbacks. Recently the company has diversified its 
distribution onto the Internet, so customers can order on-line, but it is still the 
door-to-door 'Avon ladies' who are the backbone of the company. 

In Iceland, Avon ladies traverse glaciers with the products in backpacks; in South 
America, they kayak up the Amazon and barter the cosmetics for gold nuggets, food 
or wood (two dozen eggs buys a Bart Simpson deodorant). In Turkey, one woman who 
had lost everything in an earthquake rebuilt her family's wealth single-handedly by 
selling Avon from tent to tent in the refugee camp. In Milton Keynes, Avon's top 
saleslady delivers the cosmetics from a specially adapted bicycle. 

Avon also runs a website for transsexuals and transvestites. For obvious rea¬ 
sons, these individuals have a desperate need for make-up experts who can advise 
them in their own homes. Alice, a transvestite who has become an Avon lady, says 
'Avon's services are priceless to those who are still too shy to buy make-up on the 
high street. Men just beginning to wear make-up have less idea of what to use than 
a young girl who might be just starting to use cosmetics.' 

The sales cycle for Avon is three weeks. At the beginning of the period, a new 
brochure is issued and is delivered by hand to each customer. The sales lady col¬ 
lects the orders, then posts or e-mails them to Avon. One week later the products 
are delivered, and the representative then delivers the products, collects the 
money, and sends Avon its cut. Top Avon sales ladies are rumoured to earn around 
£30 000 a year, but most earn less - frequently they are themselves limited in their 
career possibilities by location, by children, or by husbands' working patterns. Avon 
offers them the flexibility to work around their other commitments. Having said 
that, Avon is regularly included in 'top 100 companies to work for' lists, and has 
many employees with 40 years' service or more. Perhaps the greatest success 
story in the company is Sandy Mountford, who joined the company as a sales rep at 
age 34 and was UK president of the company 16 years later. 

Avon has a commitment to women. The company employs women, empowers 
women who may otherwise have no way of earning their own money, and supports 
women's causes. In 2003, Avon contributed $300 million in total to breast-cancer 
research, and the company aims to go even further. Susan Kropf, the company 
president of Avon, says, 'We aim to create the world's largest-ever foundation for 
women'. Shareholders are happy about this - after all, the company's earnings in 
2003 rose 25% on the previous year, and the dividends set new records. 
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Within the UK, competitors L'Oreal and Boots might regard Avon as something 
of a joke, but the joke is on them. Avon's unusual approach to distribution has 
meant that Avon UK has a faster-growing turnover and greater profitability than 
either of its competitors, despite running virtually no advertising and having no 
shops. Perhaps there is more to distribution than would at first appear. 

Questions 

1 How might Boots or L'Oreal fight back against Avon? 

2 Why would someone prefer to buy from an Avon lady rather than visit a High 
Street shop? 

3 What needs does the Avon distribution system meet? 

4 Avon deals direct with the public, yet cutting out the middleman increases costs. 
How can this happen? 

5 What might be the limits on Avon's growth? 



SUMMARY 


This chapter has been about getting the goods to the consumer in the most 

efficient and effective way possible. 

Here are the key points from this chapter: 

• Distribution forms part of the product because it has benefits attached to it. 

• The faster the transport, the more expensive in upfront costs, but the greater 
the savings in terms of wastage and in capital tied up. 

• Transport methods must consider the needs of the end user of the product. 

• Cutting out the middleman is likely to increase costs in the long run, not 
decrease them. 

• Retailing includes every transaction in which the purchase is to be used by the 
buyer personally or for family use. 

• Retailing is not necessarily confined to high street shops. 


Multi-choice 


questions 




CHAPTER QUESTIONS 


1 Under what circumstances might airfreight be cheaper than surface transport? 

2 How might wholesalers improve the strength of their position with retailers? 

3 Why might a wholesaler be prepared to accept a restricted-territory sales 
agreement? 

4 When should a manufacturer consider dealing direct with retailers? 

5 When should a manufacturer consider dealing direct with the public? 



MULTI-CHOICE QUESTIONS 


1 The shipping of goods from supplier to customer is called: 

(A) Logistics. 

(B) Physical distribution. 

(C) Place. 

2 Which of the following does not take possession of goods? 

(A) An agent. 

(B) A retailer. 

(C) A wholesaler. 

3 A wholesaler who deals in goods without storing them is called: 

(A) An agent. 

(B) A drop shipper. 

(C) A mail order wholesaler. 

4 Which of the following is not an activity of wholesalers? 

(A) Assorting. 

(B) Bulk breaking. 

(C) Merchandising. 

5 A wholesaler that provides promotion, delivery and own-brand services to 
independent retailers is called: 

(A) A speciality line wholesaler. 

(B) A full-service merchant wholesaler. 

(C) A cash-and-carry wholesaler. 
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6 A retailer is: 

(A) Any firm that sells to the final consumer. 

(B) Any firm with a shop. 

(C) Any firm which sells physical products. 

7 A shop offering a limited range of goods at discount prices is called: 

(A) A niche marketer. 

(B) A discount shed. 

(C) A baby shark. 

8 A retailer who rents a space inside a department store is called: 

(A) A concessionaire. 

(B) A niche marketer. 

(C) A rack jobber. 

9 The physical environment of the store is called: 

(A) Its atmospherics. 

(B) Its store image. 

(C) Its decor. 

10 Which of the following is a non-economic source of power? 

(A) Referent power. 

(B) Legitimate power. 

(C) Reward power. 



FURTHER READING 


Marketing Concepts and Strategies, 3rd ednby S. Dibb, L. Simkin, W. Pride and 
O.C. Ferrell (London, Houghton Mifflin, 1998). This text has some very detailed 
chapters on distribution, using UK and European examples. 

Marketing Channels: A Management View, 4th edn, by Bert Rosenbloom (New York, 
Dryden, 1991). A readable text, with a practically orientated view of how to deal 
with distribution issues. 

James Cooper, Michael Browne and Melvyn Peters' book European Logistics 
(Oxford, Blackwell, 1991) gives a good readable overview of logistics problems. 
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Accumulation Collecting small production batches from one or more manufacturers 
into amounts large enough to be worth shipping. 

Agent An individual or firm who arranges sales of goods and services without 
actually taking possession of them. 

Allocation (bulk breaking) Breaking down large shipments into smaller 
amounts. 

Assorting Gathering together groups of related goods under one roof in order to 
sell them to specialist retailers. 

Cash-and-carry wholesalers Stockists whose retailer customers visit the 
warehouse, pay for goods on the spot, and remove them in their own transport. 

Catalogue showrooms High street retailers who display goods only by means of 
a catalogue. 

Channel conflict Differences of direction between channel members. 

Channel co-operation The process of co-ordinating the activities of channel 
members to achieve agreed objectives. 

Channel of distribution The routes and intermediaries through which a product 
passes from producer to end user. 

Channel power The means by which one channel member is able to exert 
his/her will over another channel member. 

Co-marketing The marketing of one brand alongside another. 

Concessionaires Retailers who rent space in department stores and use their 
own staff to sell goods to consumers. 

Convenience store Small retailer located in a residential area offering household 
items and food. 

Department store A large city-centre store offering a wide range of household 
goods, clothing, cosmetics and food. 

Discount sheds Large out-of-town stores offering consumer durables or 
hardware. 

Discounter A retailer offering a very limited range of goods at low prices. 

Distribution strategy The planning process concerned with selecting the most 
effective outlet for goods and services. 
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Drop shippers Individuals or firms who take orders from retailers and buy the 
goods from manufacturers, shipping the goods without taking physical 
possession of them. 

Exclusive dealing Agreements that prevent a channel member from dealing with 
a competing channel member. 

Full-service merchant wholesalers Merchant wholesalers who also offer 
marketing services to retailers. 

General-merchandise wholesalers Stockists of a broad range of goods to sell to 
retailers. 

Horizontal integration The act of merging with, or buying out, competitors at 
the same level in the distribution channel. 

Hypermarket A large out-of-town store offering a very wide range of consumer 
goods. 

Limited-line wholesalers Stockists of a small range of goods for specialist 
retailers to buy. 

Limited-service wholesalers Dealers who buy in bulk and arrange delivery to 
retailers without actually taking physical possession of the goods. 

Logistics The process of co-ordinating the movement of raw materials through 
the manufacturing and distribution processes and networks to the end user. 

Loyalty card A plastic card entitling the bearer to discounts on purchases at a 
particular store. 

Merchant wholesalers Buyers of goods to sell to retailers, often using a 
salesforce. 

Niche marketer A retailer offering a depth of range of a single product line. 

Non-store retailing Any sales to consumers which do not take place in a shop. 

Outshopping Buying goods from retailers outside the area where one lives. 

Physical distribution Moving products from producer to consumer. 

Rack jobbers Retailers who rent shelf space in retail shops and stock the shelves 
themselves. 

Retailer An individual or firm who buys goods or services and sells them on to 
consumers. 

Sorting out A wholesaler function of grading or classifying variable goods for 
resale. 

Speciality line wholesalers Stockists of a limited range of goods specific to an 
industry. 


References 


Standby airfreight Cargo that will be loaded onto the next available aircraft with 
room for it. 

Supermarket A large high street store offering food and household items. 

Telemarketing Canvassing for business by telephone. 

Traceability The degree to which a shipment can be located within the 
distribution network. 

Tying contracts Agreements that insist on a channel member buying additional 
products to the main one being bought. 

Variety store A retailer offering a limited range of related goods. 

Vertical integration The act of merging with, or buying out, suppliers and 
customers in order to control the channel of distribution. 

Wholesaler A distribution intermediary who buys goods with the intention of 
selling them on to retailers. 
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Objectives 

After reading this chapter you should be able to: 
explain how marketing communications operate; 
plan a promotional campaign; 

explain how the elements of the promotional mix fit together to create a total 
package; 

select suitable promotional tools for achieving a given objective; 
understand what PR will do for you and what it will not do; 
explain the main pitfalls of defensive PR; 
plan a media event; 

understand the problems facing a public relations executive or agent; 

formulate a suitable PR policy for a given set of circumstances; 

plan an advertising campaign; 

formulate a brief for an advertising agency; 

explain the main criteria for writing advertising copy; 

understand what personal selling is intended to achieve for the firm; 

outline the main features of sales management; 

explain the role of word-of-mouth communication; 

explain how sponsorship helps in building a positive corporate image. 


Marketing communications theory 


INTRODUCTION 


This chapter is about communicating the organisation's messages to the public. 
The tools of communication (advertising, personal selling, PR and sales promo¬ 
tions) are the most visible aspects of marketing, and for some people represent 
the whole of marketing. 

Communication requires the active participation of both the sender and the 
receiver, so the messages not only have to contain the information the organisa¬ 
tion wishes to convey, but also must be sufficiently interesting to the consumers 
(or the organisation's other publics) for them to pay attention to it. 


MARKETING COMMUNICATIONS THEORY 


Communication is one of the most human of activities. The exchange of thoughts 
that characterises communication is carried out by conversation (still the most 
popular form of entertainment in the world), by the written word (letters, books, 
magazines and newspapers) and by pictures (cartoons, television and film). 

Communication has been defined as a transactional process between two or 
more parties whereby meaning is exchanged through the intentional use of sym¬ 
bols. 1 The key elements here are that the communication is intentional (a 
deliberate effort is made to bring about a response), it is a transaction (the partici¬ 
pants are all involved in the process), and it is symbolic (words, pictures, music 
and other sensory stimulants are used to convey thoughts). Since human beings 
are not telepathic, all communication needs the original concepts to be translated 
into symbols that convey the required meaning. 

This means that the individual or firm issuing the communication must first 
reduce the concepts to a set of symbols, which can be passed on to the recipient of the 
message; the recipient must decode the symbols to get the original message. Thus the 
participants in the process must share a common view of what the symbols involved 
actually mean. In fact, the parties must share a common field of experience. This is 
illustrated in Figure 9.1. 

The sender's field of experience and the receiver's field of experience must 
overlap, at least to the extent of having a common language. In fact the overlap is 
likely to be much more complex and subtle in most marketing communications; 
advertisements typically use references from popular culture such as TV shows, 
from proverbs and common sayings, and will often make puns or use half-state¬ 
ments, which the audience is able to complete because it is aware of the cultural 
referents involved. This is why foreign TV adverts often seem unintentionally 
humorous, or even incomprehensible. 
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FIGURE 


9.1 


Model of the communication process 


Noise is the surrounding distraction present during the communications 
process, and varies from children playing during the commercial break, through 
to arresting headlines in a magazine. Interference is deliberate attempts to dis¬ 
tract the audience's attention with intelligent communications. For example, a car 
driver may be distracted away from a radio ad by another car cutting in (noise) or 
by seeing an interesting billboard (interference). For most marketing purposes the 
difference is academic. 

The above model is essentially a one-step model of communication. This is 
rather over-simplified; communications do not necessarily occur in a single step 
in this way. Katz and Lazarsfield 2 postulated a two-step model in which the mes¬ 
sages are filtered through opinion leaders, and in most cases the message reaches 
the receiver via several routes. Sending the same message by more than one route 
is called redundancy, and is a good way of ensuring that the message gets 
through. Figure 9.2 shows this diagrammatically. 


Sender 


Message 

Message 

Message 


Noise and interference 



Receiver 


FIGURE 9.2 


Redundancy in communication 
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In the diagram, the sender sends almost identical messages via different 
routes. The effect of noise and interference is to distort the message, and the opin¬ 
ion leader will moderate the message, but by using three different routes the 
meaning of the message is more likely to get through. This is the rationale behind 
the integration of marketing communications. 

An alternative view of communication is that it is concerned with the co¬ 
creation of meaning. 3 In this view, communication is not something which one 
person does to another; the communication is subject to interpretation by the 
recipient, and may even be ignored. Communication might be better thought of 
as involving an initiator, an apprehender, and appreciation: acceptance of a 
common meaning arises from the apprehender's choice, not from the initiator's 
intention. 4 


SIGNS AND MEANING 


A sign is 'anything that stands for something (its object) to somebody (its inter¬ 
preter) in some respect (its context)'. 5 Signs fall into three categories, as shown in 
Table 9.1. 


TABLE 9.1 


Categorising signs 


Type of sign 

Definition Example 

Icon 

A sign that looks like the object, A drawing of someone relaxing on a beach 

or represents it visually in a way would signify a holiday to most people, even 

that most people would relate to. if this were not their own favourite type of 

holiday. 

Index 

A sign that relates to the object A sweaty athlete coming into a locker room 

by a causal connection. relates to a drink; most people are familiar 

with the idea of being thirsty after playing 
sport, even though the drink itself is not 
shown. 

Symbol 

An artificial sign which has Most people are familiar with the 

been created for the purpose intertwined arrows used to denote 

of providing meaning. recyclable or recycled materials. This 

conveys an image of 'greenness' to the 
products it appears on. 







Chapter? • Marketing communications and promotional tools 


The most obvious symbols are, of course, words. Words have meanings only as 
they are interpreted by people - and over long periods of time, even words 
change their meanings. For example, 'nice' has come to mean polite, pleasant or 
enjoyable, yet 150 years ago it meant 'precise'. Meanings of words can be denota¬ 
tive, i.e. having the same meaning for everybody, or connotative, i.e. having a 
meaning which is unique to the individual. Although everybody knows what 
'strawberries' are (denotative), some individuals are allergic to them and might 
associate the word with the allergy (connotative). 

Because connotative meanings vary among individuals, marketers need to 
develop empathy with their target audiences. This is easiest when the marketer 
and the audience are as similar as possible in terms of background and outlook. 
Semiotics, syntactics and semantics are fields of study that enable us to ensure 
that the correct meanings are attributed to symbols. 


Semiotics 

Semiotics is really more of a theoretical approach than an academic discipline, 6 
and uses spoken language as the prime example of a sign system (although it is 
not limited to language). Semiotics pays attention to the reader (or observer) since 
meaning can only be derived socially; it is an interaction between the reader and 
the text. In the first instance, texts are created by reworking signs, codes and sym¬ 
bols within the particular sign system in order to generate myths, connotations 
and meanings. The social process involved generates pleasure as well as cogni¬ 
tive (or rational) activities. 

For example, a film (or indeed a TV advert) uses the sign systems of the spoken 
word, the actions of the actors, the music of the soundtrack and the conventions 
of direction and production to generate its meaning. The viewer will then filter 
the information and add it to his or her pre-existing attitudes, knowledge and 
prejudices in order to create a meaning. In this sense all communication is interac¬ 
tive to the extent that the observer edits and mutates the meanings offered. 

Semiotics is an attempt to show how meaning is produced within a social con¬ 
text, implying that meaning is not produced by an individual but is subject to 
power plays, struggle and interpretation, much like any other social interaction. 


Syntactics 

Syntactics is about the structure of communications. Symbols and signs change 
their meanings according to the syntax, or contexts, in which they appear. For 
example, a road-safety poster showing a 10-year-old girl holding her father's 
hand to cross the road has a different meaning from that of the same 10-year-old 
holding her 4-year-old brother's hand. The girl means something different in 
each poster: in the first instance she is the protected person and in the second she 


Signs and meaning 


is the protector, but there are greater connotations of vulnerability in the second 
example, which might make this poster more effective in alerting drivers to the 
dangers of children crossing the road. 

Equally, the same word can have different meanings in different sentences, or 
the whole advertisement can acquire a different meaning when seen in different 
locations. 


Semantics 

Semantics is concerned with the way words relate to the external reality to which 
they refer. It is not actually about the study of meaning (although this is a 
common misconception), but is really concerned only with the appropriateness of 
the words themselves. 

In fact, communication is carried out in many other ways than the verbal or 
written word. Only 30% of communication uses words; people (and companies) 
communicate by pictures, non-verbal sounds, smell, touch, numbers, artefacts, 
time and kinetics. Many of these media are used by marketers - for example, 
women's magazine sometimes have scratch-and-sniff cards that contain new fra¬ 
grances, and charities sometimes send out free pens to prospective donors so that 
they can more easily fill in direct-debit contribution forms. Table 9.2 shows some 
of the ways these silent communication methods are used by marketers. 


TABLE 9.2 


Silent communications 


Medium 

Example 

Numbers 

The Porsche 911 is an example; there is an implication that the car is the latest in a 
long series (although Americans might associate 911 with the emergency 
telephone number). 

Space 

An image of a man and a woman standing close together implies that they are 
lovers; likewise an image of wide open spaces implies freedom. 

Artefacts 

Images of what people own imply their social status. Also, small gifts and free 
samples convey a small obligation to the recipient. 

Time 

Images of people in a hurry might imply success and energy to Northern 

Europeans and Americans; to an African it would imply somebody who has no time 
for other people and is arrogant. 

Kinetics 

People who are walking (or running) imply a fit and active lifestyle; those who are 
gesticulating with their hands imply intellectual discussion, or argument. 
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A brand is a type of sign; the brand name, logo and image of the brand convey 
information to the observer. Conveying the brand image (see Chapter 6) to the 
consumer is one of the major roles of marketing communications. Establishing 
the brand name in the market is therefore a realistic first move in the communica¬ 
tions process. 


DEVELOPING COMMUNICATIONS 


Developing effective marketing communications follows a six-stage process, as 
follows: 

1 Identify the target audience. In other words, decide who the message should get to. 

2 Determine the response sought. What would the marketer like members of the 
audience to do after they get the message? 

3 Choose the message. Write the copy, or produce an appropriate image. 

4 Choose the channel. Decide which newspaper, TV station or radio station the 
audience uses. 

5 Select the source's attributes. Decide what it is about the product or company that 
needs to be communicated. 

6 Collect feedback. For example, carry out market research to find out how suc¬ 
cessful the message was. 

Communication is always expensive: full-page advertisements in Sunday 
colour supplements can cost upwards of £11000 per insertion; a 30-second TV ad 
at peak time can cost £30 000 per station. It is therefore worthwhile spending time 
and effort in ensuring that the message is comprehensible by the target audience. 
Communications often follow the AIDA approach: 

A Attention 
I Interest 
D Desire 
A Action 

This implies that marketers must first get the customer's attention. Clearly, if the 
receiver is not 'switched on' the message will not get through. Secondly, the marketer 
must make the message interesting, or the receiver will not pay attention to it. This 
should, if the message is good, lead to a desire for the product on the part of the 
receiver, who will then take action. Although this is a simplistic model in some ways, 
it is a useful guide to promotional planning; however, it is very difficult to get all four 
of these elements into one communication. For this reason, marketers usually use a 
mixture of approaches for different elements called the promotional mix. 


The promotional mix 


THE PROMOTIONAL MIX 


The basic promotional mix consists of advertising, sales promotion, personal 
selling and PR. When the concept of the promotional mix was first developed, 
these were the only elements available to marketers, but in the past 40 years more 
promotional methods have appeared which do not easily fit within these four cat¬ 
egories. For example, a logo on a T-shirt might be considered as advertising or as 
public relations. For the purposes of this book, however, the original four compo¬ 
nents are still considered to be the main tools available to marketers. 

The important word here is 'mix'. The promotional mix is like a recipe, in 
which the ingredients must be added at the right times and in the right quantities 
for the promotion to be effective. Figure 9.3 shows how the mix operates. 
Messages from the company about its products and itself are transmitted via the 
elements of the promotional mix to the consumers, employees, pressure groups 
and other publics. Because each of these groups is receiving the messages from 
more than one transmitter, the elements of the mix also feed into each other so 
that the messages do not conflict. 

The elements of the promotional mix are not interchangeable, any more than 
ingredients in a recipe are interchangeable; a task that calls for personal selling 
cannot be carried out by advertising, nor can public relations tasks be carried out 
by using sales promotions. Promotion is all about getting the message across to 
the customer (and the consumer) in the most effective way, and the choice of 
method will depend on the message, the receiver and the desired effect. 
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MANAGING ADVERTISING 


Advertising is defined as 'a paid message inserted in a medium'. This definition 
can be broken down as follows: 

• Paid: news about a company or its products is not necessarily advertising; 
sometimes a medium (television, radio, newspaper or magazine) will carry a 
message about a company in the form of a news item, but this is not advertis¬ 
ing unless the space is paid for. 

• Message : there must be some kind of communication intention in an advertise¬ 
ment, however obscure. 

• In a medium: the message must appear in a newspaper, magazine, billboard 
or broadcast medium. Leaflets through doors, company names printed on T- 
shirts, and telephone selling are not necessarily advertising (but they are 
promotion). 

Most advertising works below the conscious level. People are often familiar 
with a brand name, and even know a lot about the product, without being able to 
remember where they saw the product advertised. Advertising is a non-personal 
communication, in that it has to speak to a large number of people, so the mes¬ 
sage has to be clear for all the target audience to understand. Research by Farris 
and Buzzell 7 indicates that the proportion of promotional spending devoted to 
advertising is higher under the following conditions: 

• The product is standardised, rather than produced to order. 

• There are many end users (for example most households). 

• The typical purchase amount is small. 

• Sales are made through channel intermediaries (such as retail shops) rather 
than direct to users. 

For example, a company selling detergents will spend the largest proportion of its 
promotional budget on advertising, probably on TV and in the press, whereas a 
company selling cars will spend a relatively higher proportion of its money on 
salespeople's salaries and commission. During 1999 Procter & Gamble was the 
biggest spender on advertising in the United Kingdom, 8 far outranking any car 
companies. This is not to say that car companies do not advertise heavily as well, 
of course, merely that the emphasis is elsewhere. 

TV and video remote controls allow viewers to 'zap' the commercial breaks, 
and newspaper and magazine readers quickly become adept at flipping past the 
ads. This means that the consumer's attention is hard to get. It is not usually pos¬ 
sible to cover all of AIDA in one ad, so marketers usually spread the load over 
several types of promotion. 
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For this reason, there are many different categories of ad campaign. Here are 
some examples: 

• Teaser campaigns. Here the advertiser runs an initial advertisement that is 
meaningless in itself. Once the advertisement has run for a few weeks, the 
advertiser runs a second ad which explains the first one. The first ad is 
intended to get the consumer's attention by being mysterious. An example is 
the series of advertisements for the Internet service provider Totalserve. The 
adverts mimicked ads for fast-moving consumer goods such as smoking cures 
and disinfectants, without actually saying what Totalserve does; after four 
weeks or so, the company revealed its true identity. 

• Lifestyle campaigns. These associate the product with a desirable lifestyle. 
Many perfume ads have taken this approach, showing women leading inter¬ 
esting or exciting lives. Lifestyle campaigns are mainly about positioning the 
product in the consumer's mind, and linking it to a desirable lifestyle. 

• Rational campaigns appeal to the consumer's cognition. These advertisements 
are heavy on facts, and seek to persuade by rational argument. Often an 
authoritative figure (a doctor, dentist or scientist) appears in the ad in order to 
lend greater weight to the arguments. Typically this style is used for medicated 
shampoos, acne creams, and over-the-counter medicines. 

Advertising is mainly about getting the consumer's attention and arousing 
interest (the A and I of AIDA). To stimulate desire and action, marketers often 
link a special offer (sales promotion) to the ad. 

Advertising is always culturally based. This means that an advertisement 
shown in one country, or aimed at a particular audience, is unlikely to work for 
consumers in other countries, or for a different audience. In practice, very few 
companies use completely standardised advertisements across national borders; 
research among 38 multinational corporations showed that only four used a com¬ 
pletely standardised advertisement worldwide (although most of the others had 
recognisable similarities in the advertisements). 9 

Advertising can often be over-used because firms place greater faith in it than 
is perhaps justified. There is an underlying assumption that a bigger advertising 
spend will inevitably lead to a greater sales volume. Table 9.3 contains a checklist 
for making decisions about advertising. 

Of course, the checklist in Table 9.3 should also include a monitoring and 
review procedure to ensure that the advertising has achieved its objectives. 
Advertising can be used for the following purposes: 

• To help the salesforce to open sales. For example, an ad may contain a reply 
coupon for a brochure, which the salesperson can follow up. 
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TABLE 9.3 


Advertising decision-making checklist 


Question 

Explanation 

Does the product 
possess unique, 
important features? 

Homogeneous products such as salt, petrol and cigarettes require considerably 
more advertising effort than differentiated products such as cars or holiday 
resorts. The product must not only be different, but the consumers must believe 
that those differences are important. 

Are hidden qualities 
important to buyers? 

If the product can be judged by looking at it or trying it out, advertising has less of a 
role to play than if there are features that are not apparent to the naked eye. For 
instance, the Pentium computer chip has been successfully advertised because it 
would not be immediately apparent to a computer purchaser that the machine 
has one. 

Is the general demand 
trend for the product 
favourable? 

If the product category is in decline, advertising will be less effective than if the 
category is generally increasing its sales. 

Is the market potential 
for the product 
adequate? 

Advertising will work only when there are enough actual or potential users of the 
product in the market. This is because advertising is a mass medium; much of the 
spend is wasted on advertising to people who will not be interested anyway. 

Is the competitive 
environment favourable? 

A small firm would have great difficulty competing with a large firm in terms of 
getting the message through. Advertising will not be sufficient when competing 
against a company with a large market share and correspondingly large budget. 

Are general economic 
conditions favourable for 
marketing the product? 

It is much easier to promote in times of rising prosperity, particularly for durable 
goods such as videos, cars, computers and household appliances. Such products 
are difficult to advertise successfully during a recession. 

Is the organisation able 
and willing to spend the 
money required to 
launch an advertising 
campaign? 

As a rule of thumb, if the organisation seeks to achieve a 20% market share, it 
must be willing to spend at least 20% of the total advertising spend of the industry 
on capturing that market. In other words, if the industry as a whole spends £5m 
per annum on advertising, the company must be prepared to commit at least £1 m 
to the campaign. 

Does the firm possess 
sufficient marketing 
expertise to market 
the product? 

The company will need to co-ordinate all its activities, not just expect the 
advertisements to produce business. Not all firms possess this capability. 


(Source: Adapted from Patti 10 ) 
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• To stimulate demand for the product category. This is used by institutions, or firms 
that have a large market share: for example, the UK Meat and Livestock 
Commission advertises British pork on behalf of farmers and butchers. 

• To promote specific brands. This accounts for most advertising activity. 

• To counteract competitors' promotional activities. Often used to counteract a possi¬ 
ble loss in market share due to a new competitor entering the market. 

• To suggest new ways to use the product. Sherry importers Harvey's of Bristol ran a 
series of advertisements showing sherry served with various mixers in an effort 
to attract a younger group of consumers and reposition sherry as a pub drink. 

• To remind consumers about the product. For example, advertisements for tradi¬ 
tional Christmas foods are run during December. 

• To reinforce consumers' good feelings about the product. For example, in the United 
Kingdom Tetley Tea is advertised using down-to-earth cartoon characters rep¬ 
resenting 'typical' Yorkshire people who have heart-warming personalities. 

Advertising can also be used to improve awareness of the company itself. This 
type of advertising is called institutional advertising and is commonly carried 
out by very large firms such as BP or Ford. It is almost a public relations activity, 
but the media space is paid for. Most advertising is product advertising, which 
means the products are the main part of the ad. 

Since advertising is a paid-for medium, there will be a budgetary constraint on 
the management as well as a creative constraint. The advertising manager must 
therefore carry out the planning functions shown in Table 9.4. 

Following on from the planning stage, the advertisements themselves will 
need to be produced. Some firms do this themselves, but most large firms will 
use specialist advertising agencies. Ad agencies are paid via discounts from the 
media, so provided the advertising budget is big enough to interest an agency, 
their services cost the advertiser nothing. Typical agency discount is 15%. 


Producing advertisements 

Advertisements contain three key elements: the brand itself, the pictorial element, 
and the text. The pictorial element is superior for capturing attention, regardless 
of the size of the ad or the picture. The text element captures attention propor¬ 
tional to its size, and the brand element transfers attention to the other elements. 11 

When writing advertising copy the primary rule is to keep it short and simple. 
This is because people will not read a lengthy advertisement. Equally, the head¬ 
line of the ad is important because people frequently read only the headline, 
quickly skipping on as they realise it is an advert. Also, declining literacy skills 
mean that many people are actually unable to read and understand a long and 
complicated message. 
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TABLE 9.4 


Advertising planning functions 


Planning function 

Explanation 

Setting the budget 

This can be done in four ways. Firstly, the objective and task approach involves 
setting objectives, and setting aside an appropriate amount of money to achieve the 
objectives. This method is difficult to apply because it is difficult to assess how 
much will be needed to achieve the objective. Secondly, the percentage of sales 
approach sets the budget as a percentage of sales. This is based on the false idea 
that sales create advertising, and usually results in less being spent on advertising 
when sales fall, thus reducing sales further. Thirdly, the competition matching 
approach means that the company spends the same as the competition: this means 
that the firm is allowing its budgets to be set by its enemies. Fourthly, there is the 
arbitrary approach whereby a senior executive (usually a finance director) simply 
says how much can be allowed within the firm's overall budgets. This does not take 
account of how the firm is to achieve the objectives. 

Identifying the target 

Deciding to whom the ad is to be directed. It is better to approach a small segment 
of the market than try to use a 'scattergun' approach on everybody (see Chapter 4). 

Media planning 

This is about deciding where the ads are going to appear. There are two main 
decision areas: the reach (number of potential consumers the ad reaches) and the 
frequency (number of times each consumer sees the ad) of coverage. The decision 
is frequently made on the basis of cost per thousand readers/viewers, but this does 
not take into account the impact of the ad or the degree to which people are able to 
skip past it. 

Defining the objectives 

Deciding what the ads are supposed to achieve. It is essential here to give the 
advertising agency a clear brief: 'We want to raise awareness of the product to 50% 
of the adult population' is a measurable objective. 'We want to increase sales as 
much as possible' is not measurable, so there is no way of knowing whether it has 
been achieved. 

Creating the 
advertising platform 

Deciding the basic issues and selling points that the advertising must convey. This 
clarifies the advertising agency briefing, or at least clarifies the thinking on 
producing the advertising materials. 


For example. Figures 9.4 and 9.5 show two fictitious advertisements for a surf¬ 
board. The first is written factually, the second is written as an advertisement. The 
first ad clearly contains more information, and is really much more use to the 
consumer, but the second ad is much more likely to be read and acted upon 
because it has a more lively execution format. What the copywriter wants the 
consumers to do is go to the surfboard retailer and look at the SurfKing (this 
could be linked with a sales promotion). There is no need to tell the readers 
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SurfKing Surfboards 
are hand-made from the 
finest materials at our 
factory in Edinburgh. 

They are used by some 
of the world's top surfers, 
and use the latest 
technology to ensure 
the maximum surfing 
pleasure. 

They are available from 
all leading surf shops, 
or can be ordered direct 
from our mail office. 

Please allow 14 days 
for delivery. 



FIGURE 9.4 


Factual advertisement for a surfboard 



The wave of the future. 


FIGURE 9.5 


Simpler advertisement for a surfboard 











Chapter? • Marketing communications and promotional tools 


everything in one advertisement. A surprising number of advertisements are 
written in the first style because the advertisers are trying to communicate every¬ 
thing about the product to the consumer without having first ensured that the 
consumer will read the ad. 

Artwork should be eye-catching and relevant to the purpose. It is usually a good 
idea to include a picture of the product where this is possible, since it aids recogni¬ 
tion when the consumer sees the product on the supermarket shelf. Much artwork 
is available off-the-shelf for smaller businesses, either from computer clipart folders 
or from books of non-copyright artwork. 


Assessing advertising effectiveness 

Four elements appear to be important in the effectiveness of advertising: 

• awareness, 

• liking, 

• interest, and 

• enjoyment. 

There is a high correlation between brand loyalty and brand awareness ; 12 like- 
ability appears to be the single best predictor of sales effectiveness since 
likeability scales predict 97% of sales successes, 13 interest clearly relates to like- 
ability, 14 and enjoyment appears to be a good indicator in advertising pre-tests. 15 

It is worthwhile making some efforts to find out whether the advertising has 
been effective in achieving the objectives laid down. This is much easier if clear 
objectives were set in the first place, of course, and if the advertising agency was 
given a clear brief. 

Advertising effectiveness can be assessed by market research, by returned 
coupons, and (sometimes) by increased sales. The last method is somewhat risky, 
however, since there may be many other factors that could have increased the 
sales of the product. Table 9.5 shows some common techniques for evaluating 
advertising effectiveness. 


SALES PROMOTION 


Sales promotions are short-term activities designed to generate a temporary 
increase in sales of the products. 

Sales promotion has many guises, from money-off offers to free travel opportu¬ 
nities. The purpose of sales promotion is to create a temporary increase in sales 
by bringing purchasing decisions forward and adding some immediacy to the 
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TABLE 9.5 


Advertising effectiveness 


Technique 

Description and explanation 

Pre-tests 

These are evaluations of the advertising before it is released. Pre-tests are 
sometimes carried out using focus groups (see Chapter 5). 

Coupon returns, or 
enquiries 

The advertiser counts up the number of enquiries received during each phase of an 
advertising campaign. This allows the marketing management to judge which 
adverts are working best, provided the coupons have an identifying code on them. 

Post-campaign tests 
( ) 

The particular testing method used will depend largely on the objectives of the 
campaign. Communications objectives (product awareness, attitude change, brand 
awareness] might be determined through surveys; sales objectives might be 
measured according to changes in sales that can be attributed to the campaign. 

This is difficult to do because of other factors (changes in economic conditions, for 
example] that might distort the findings. 

Recognition tests and 
recall tests 

In recognition tests, consumers are shown the advertisement and asked if they 
recognise it. They are then asked how much of it they actually recall, in an unaided 
recal test the consumer is asked which adverts he or she remembers seeing 
recently; in an aided recal test the consumer is shown a group of ads (without 
being told which is the one the researcher is interested in] and is asked which ones 
he or she has seen recently. 


decision-making process. Sales promotions have four characteristics, as 
follows: 16 . 

1 Attractiveness. This is the degree to which the customer perceives the promo¬ 
tion as being desirable. 

2 Fit to product category. A promotion which has no relationship with the product 
is less likely to appeal to customers. 

3 Reception delay. If the promotional gift or discount will not arrive for some time, 
it is less attractive. 

4 Value. High-value promotions work better than low-value ones, but it is the 
value as perceived by the customer which is important. 

These characteristics interact with each other, so that an unattractive offer may 
still work if it is a good fit with the product category (for example). 

Table 9.6 shows some of the techniques of sales promotion, and when they 
should be used to greatest effect. 
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TABLE 9.6 


Sales promotion techniques 


Sales promotion 
technique 

When to use to best effect 

Free ’taster’ samples 
in supermarkets 

When a new product has been launched on the market. This technique works by 
allowing the consumer to experience the product first-hand, and also places the 
consumer under a small obligation to buy the product. The technique is effective, 
but expensive. 

Money-off vouchers in 
press advertisements 

Has the advantage that the company can check the effectiveness of the advertising 
by checking which vouchers came from which publications. It tends to lead to 
short-term brand switching : when the offer ends, consumers frequently revert to 
their usual brand. 

Two-for-the-price- 

of-one 

May encourage short-term brand switching. Appeals to the price-sensitive 
consumer, who will switch to the next cheap offer next time. Can be useful for 
rewarding and encouraging existing customers. 

Piggy-backing with 
another product: e.g. 
putting a free jar of 
coffee whitener onto 
a jar of instant coffee 

Good for encouraging purchasers of the coffee to try the whitener. Can be very 
successful in building brand penetration, since the consumer's loyalty is to the 
coffee, not to the whitener. Will not usually encourage brand switching between the 
'free sample’ brand and its competitors. Can also use vouchers on the backs of 
labels of other products [see co-marketing in Chapter 8). 

Instant-lottery or 
scratchcards 

Commonly used in petrol stations. The intention is to develop a habit among 
motorists of stopping at the particular petrol station. In the United Kingdom, for 
legal reasons, these promotions cannot require a purchase to be made, or be 
linked to spending a specific amount, but few people would have the courage to 
ask for a card without buying anything. 

Free gift with each 
purchase 

Often used for children's cereals. Can be good for encouraging brand switching, 
and is more likely to lead to permanent adoption of the brand because consumers 
do not usually switch brands when buying for children. This is because the children 
are not price-sensitive, and will want their favourite brand. 


Sales promotion will often be useful for low-value items, and is most effective 
when used as part of an integrated promotion campaign. This is because adver¬ 
tising and PR build sales long term, whereas sales promotion and personal selling 
tend to be better for making quick increases in sales. The combination of the two 
leads to the ratchet effect: sales get a quick boost from sales promotions, then 
build gradually over the life of an ad campaign. 17 

Care needs to be taken with sales promotions. Firstly, a sales promotion that is 
repeated too often can become part of the consumer's expectations: for example. 
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UK fast-food restaurant Pizzaland's promotional offer of a second pizza for a 
penny was so widely used that some consumers would not go to Pizzaland 
unless they had a voucher for the penny pizza. Eventually, Pizzaland was taken 
over by a rival firm and now no longer exists. 

Secondly, brand switching as a result of a sales promotion is usually tempo¬ 
rary, so it is unlikely that long-term business will be built by a short-term sales 
promotion. 

Thirdly, the promotion will benefit consumers who would have bought the 
product anyway, so a proportion of the spend will have been effectively wasted 
(though this is true of most promotional tools). Good targeting can help over¬ 
come this, but care should be taken that existing customers do not feel that they 
have been unfairly dealt with because they did not receive the promotional offer. 

Fourthly, discounting on price can seriously damage brand values because the 
product becomes perceived as being cut-price. Since price is widely used as a 
signal for quality, the potential for damage is obvious. 

Sales promotions can be carried out from manufacturer to intermediary ( trade 
promotions), from retailer to consumer ( retailer promotions) or direct from the man¬ 
ufacturer to the consumer ( manufacturer promotions). 

Trade promotions can be used for the following purposes: 

• To increase stock levels. The more stock the intermediary holds, the more com¬ 
mitment there will be to selling the stock and the less space there is for 
competitors' stock. (See push strategies in Chapter 10.) 

• To gain more or better shelf space. The more eye-catching the position of the prod¬ 
uct in the retail shop, the more likely it is to sell. 

• To launch a new product. New products always carry an element of risk for retail¬ 
ers as well as manufacturers (see Chapter 6). This means that the manufacturer 
may need to give the retailer an extra incentive to stock the product at all. 

• To even out fluctuating sales. Seasonal offers may be used to encourage retailers 
to stock the products during slack periods. For example, the toy industry sells 
80% of its production over the Christmas period, so it is common for firms to 
offer extra incentives to retailers to stock up during the rest of the year. 

• To counter the competition. Aggressive sales promotion can sometimes force a 
competitor off the retailer's shelves, or at least cause the retailer to drive a 
harder bargain with a competitor. 

Retailer promotions are used for the following purposes: 

• To increase store traffic. Almost any kind of sales promotion will increase the 
number of people who come into the shop, but retailers would commonly have 
special events or seasonal sales. 
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• To increase frequency and amount of purchase. This is probably the commonest use 
of sales promotions: examples are two-for-one offers, buy-one-get-discount- 
off-another-product, and so forth. 

• To increase store loyalty. Loyalty cards are the main example of this (although 
these have other uses - see Chapter 12). Using the loyalty card enables the cus¬ 
tomer to build up points, which can be redeemed against products. 

• To increase own-brand sales. Most large retailers have their own brands, which 
often have larger profit margins than the equivalent national brands. Own- 
brands sometimes suffer from a perception of lower quality, and therefore 
increased sales promotion effort may need to be made. In fact, own brands 
help to increase sales of manufacturers' brands, but since heavy own-brand 
consumers contribute less to the retailer's overall profits (because they spend 
less overall) retailers might do better to encourage sales of manufacturers' 
brands as a way of encouraging bigger-spending customers. 18 

• To even out busy periods. Seasonal sales are the obvious examples, but some 
retailers also promote at busy times in order to ensure a larger share of the 
market. 

Manufacturer promotions are carried out for the following reasons: 

• To encourage trial. When launching a new product the manufacturer may send 
out free samples to households, or may give away samples with an existing 
product. (See Chapter 10 for pull strategies.) 

• To expand usage. Sales promotion can be used to encourage re-invention of the 
product for other uses (see Chapter 6). 

• To attract new customers. 

• Trade up. Sales promotions can encourage customers to buy the larger pack or 
more expensive version of the product. 

• Load up. Encouraging customers to stock up on a product (perhaps in order to 
collect coupons) effectively blocks out the competition for a period. 

• To generate a mailing list for direct marketing purposes (for example by running an 
on-pack competition). 

• To enhance brand values by (for example) running some types of self-liquidating 
offers. For example, a promotion offering a discounted wristwatch that carries 
the brand logo might encourage sales of the product as well as ensuring that 
the brand remains in the forefront of the consumer's attention. 

Often, the gains made from sales promotions are only temporary, but in many 

cases this is acceptable since a temporary shift in demand is all that is required to 
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meet the firm's immediate need. Also, much sales promotion activity is carried 
out with the intention of spoiling a competitor's campaigns: using sales promo¬ 
tion to respond to a competitive threat, particularly by offering a price incentive, 
can be very fast and effective. 


MANAGING PERSONAL SELLING 


Selling is probably the most powerful marketing tool the firm has. A salesperson 
sitting in front of a prospect, discussing the customer's needs and explaining 
directly how the product will benefit him or her, is more likely to get the business 
than any advertising, PR or sales promotion technique available. Unfortunately, 
selling is also the most expensive promotional tool for the firm: on average, a 
sales representative on the road will cost a firm around £50 000 p.a. and will prob¬ 
ably call on only 1600 prospects or so in that time, at best. Selling is therefore 
used only for high-order-value or highly technical products that need a lengthy 
decision-making procedure. 

Some retail shop assistants are trained in selling techniques, in particular in 
shops where the customer needs advice, such as electrical goods outlets or shoe 
shops. In these cases the retailer may spend considerable time and effort in training 
salespeople both in the technicalities of the product range and in selling techniques. 
Selling is learned - there is no such thing as a 'born' salesperson, although (of 
course) some people have a greater aptitude for selling than do others. 

Salespeople fall into four categories: 

• order takers, who collect orders for goods from customers who have already 
decided to buy; 

• order getters, who find solutions for new and existing customers and per¬ 
suade them to buy; 

• missionaries, who seek out new customers and prepare them to buy; and 

• support staff such as technical salespeople who demonstrate technical prod¬ 
ucts and persuade users to adopt them. 

What the firm expects of its salespeople is that they will close business by per¬ 
suading customers to buy the firm's products rather than a competitor's 
products. The firm wants its salespeople to be able to explain the benefits of the 
products in terms of the customer's needs, then ask for the order - in some indus¬ 
tries, this results in a better than 50% success rate, which is of course vastly 
greater than the best advertising responses. 

Salespeople have a bad reputation, largely undeserved, for being pushy and 
manipulative. In practice successful salespeople know that they are as much there 
to help the customer as to help the firm achieve its sales objectives. It is a common 
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saying among salespeople that it is easier to get another company than it is to get 
new customers, so salespeople find it pays to look after the customer's interests. 

Good salespeople begin by finding out the customer's needs, and go on to 
decide which of the company's products will best meet those needs. The next 
stage is to give an explanation of the product's benefits to the customer, connect¬ 
ing these to the customer's needs. Finally the salesperson closes the deal by 
asking for the order. The process is the same as that conducted by marketers gen¬ 
erally, except that the salesperson is dealing on a one-to-one basis rather than 
with a mass market. In this sense, selling can be seen as micro-marketing. 

This means that the customer can 'pick the brains' of the salesperson, who pre¬ 
sumably has superior knowledge of the products that are available. This can cut a 
lot of the effort out of the search for the most suitable product, and the sales¬ 
person can also help people through the decision-making barrier. Experienced 
salespeople often say that the hardest part of the job is to get a decision, not nec¬ 
essarily to get a sale. 

The salesperson therefore combines knowledge of the product (obtained 
beforehand) with knowledge of the customer's needs (obtained during the pres¬ 
entation) and knowledge of sales techniques (which are aids to decision-making) 
to help the customer arrive at a decision. 


MANAGING THE SALESFORCE 


Possibly the most expensive marketing tool the company has, the salesforce is in 
some ways the hardest to control. This is because it is composed of independently 
minded people who each have their own ideas on how the job should be done, 
and who are working away from the office and out of sight of the sales managers. 

Sales managers are responsible for recruitment, training, motivation, control¬ 
ling and evaluating salesforce activities, and managing sales territories. 


Recruitment 

Recruitment is complicated by the fact that there is no generally applicable set of 
personality traits that go to make up the ideal salesperson. This is because the 
sales task varies greatly from one firm to another, and the sales manager will 
need to draw up a specific set of desirable traits for the task in hand. This will 
involve analysing the company's successful salespeople, and also the less suc¬ 
cessful ones, to find out what the differences are between them. 

Some companies take the view that almost anybody can be trained to sell, and 
therefore the selection procedures are somewhat limited, or even non-existent; 
other companies are extremely selective and subject potential recruits to a rigor¬ 
ous selection procedure. Sources of potential recruits are advertising, 
employment agencies, recommendations from existing sales staff, colleges and 
universities, and internal appointments from other departments. 


Managing the salesforce 


TABLE 9.7 


Factors relating to length of training of sales staff 


Factors indicating long 
training 

Factors indicating short training 

Complex, technical 
products 

Simple products 

Industrial markets with 
professional buyers 

Household, consumer markets 

High order values 
(from the customer's 
viewpoint! 

Low order values 

High recruitment costs 

Low recruitment costs 

Inexperienced recruits 
- for example, recruited 
direct from university 

Experienced recruits from the same industry 


Training 

Training can be long or short, depending on the product and the market. Table 9.7 
illustrates the dimensions of the problem. The role the salesperson is required to 
take on will also affect the length of training: missionary salespeople will take longer 
to train than order takers, and closers will take longer than telephone canvassers. 

Typically, training falls into two sections: classroom training, in which the 
recruits are taught about the company and the products and may be given some 
grounding in sales techniques; and field training, which is an ongoing training 
programme carried out in front of real customers in the field. Field training is 
often the province of the sales managers, but classroom training can be carried 
out by other company personnel (in some cases, in larger firms, there will be spe¬ 
cialists who do nothing else but train salespeople). 

People tend to learn best by performing the task, so most sales training pro¬ 
grammes involve substantial field training, either by sending out rookies 
(trainees) with experienced salespeople, or by the 'in-at-the-deep-end' approach 
of sending rookies out on their own fairly early in their careers. The latter method 
is indicated if there are plenty of possible customers for the product; the view is 
that a few mistakes (lost sales) will not matter. In industrial selling, though, it is 
often the case that there are fewer possible customers and therefore the loss of 
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even one or two could be serious. In these circumstances it would be better to 
give rookies a long period of working alongside more experienced salespeople. 

Sales team learning is impacted by their perceptions of the organisation's 
readiness to change. Salespeople working for an organisation which has demon¬ 
strated the ability to adapt to new conditions are more willing to spend time 
learning new techniques and new products than they would be in organisations 
which rarely move with the times. 19 

Ultimately, of course, salespeople will lose more sales than they get. In most 
industries, fewer than half the presentations given result in a sale; a typical pro¬ 
portion would be one in three. 


Payment 

Payment for salespeople traditionally has a commission element, but it is perfectly 
feasible to use a straight salary method, or a commission-only method. Although 
it is commonly supposed that a commission-only salesperson will be highly 


TABLE 9.8 


Trade-offs in salespeople's pay packages 


Mainly salary 

Mainly commission 

Where order values 
are high 

Where order values are low 

Where the 
is long 

Where the sales cycle is short 

Where staff turnover 
is low 

Where staff turnover is high 

Where sales staff are 
carefully selected 
against narrow criteria 

Where selection criteria for staff are broad 

For new staff, or staff 
who have to develop 
new territories 

For situations where aggressive selling is indicated 
(e.g. selling unsought goods) 

Where sales territories 
are seriously unequal in 
terms of sales potential 

Where sales territories are substantially the same 
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motivated to work hard, since otherwise he or she will not earn any money, this is 
not necessarily the case. Salespeople who are paid solely by commission will 
sometimes decide that they have earned enough for this month, and will give 
themselves a holiday; the company has very little moral power to compel them to 
work, since there is no basic salary being paid. Conversely, a salesperson who is 
paid a salary only may feel obligated to work in order to justify the salary. 

Herzberg 20 says that the payment method must be seen to be fair if de-motiva¬ 
tion is to be avoided; the payment method is not in itself a good motivator. 
Salespeople are out on the road for most of their working lives and do not see 
what other salespeople are doing - whether they are competent at the job, 
whether they are getting some kind of unfair advantage, even whether they are 
working at all. In these circumstances a commission system does at least reassure 
the salesperson that extra effort brings extra rewards. The chart in Table 9.8 
shows the trade-offs between commission-only and salary-only; of course, most 
firms have a mixture of salary and commission. 

Salespeople tend to judge whether their pay is fair or not by looking at factors 
other than the actual money. 21 They tend to look at such factors as the fairness of 
their supervision, trust between themselves and the sales manager, and interac¬ 
tional fairness (negotiation and explanation). This is perhaps not surprising: the 
implication is that people only become concerned about their salary levels if they 
feel they are being unfairly dealt with or are unhappy in the job. 


Motivation 

Motivation, perhaps surprisingly, tends to come from sources other than payment. 
The classic view of motivation was proposed by Abraham Maslow. 22 Maslow's 
Hierarchy of Need theory postulates that people will fulfil the needs at the lower 
end of a pyramid (survival needs and security needs) before they move on to 
addressing needs at the upper end (such as belonging needs, esteem needs and 
self-actualisation needs). Thus, once a salesperson has assured his or her basic 
survival needs, these cease to be motivators; the individual will then be moving 
on to esteem needs, or belonging needs. For this reason sales managers usually 
have a battery of motivational devices for salespeople to aim for. 

For rookies (new salespeople), the award of a company tie might address the 
need to belong; for more senior salespeople, membership of a Millionaire's Club 
(salespeople who have sold more than a million pounds' worth of product) might 
address esteem needs. Many sales managers offer prizes for salespeople's 
spouses or partners. This can be a powerful incentive since salespeople often 
work unusual hours, and thus have disrupted home lives; the spouse or partner 
is sometimes neglected in favour of the job, so a prize aimed at them can help 
assuage the salesperson's natural feelings of guilt. 
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Sales territory management 

Sales territory management involves ensuring that the salesforce have a reason¬ 
ably equal chance of making sales. Clearly a home-improvement salesperson in a 
major city will have an easier task than one in a rural area, simply because of the 
shorter distances between prospects; such a salesperson would spend more time 
in presentations and less time driving. On the other hand, the city salesperson 
would probably face more competition and might also have to cover poorer 
homes who would be less likely to spend much money on improvements. 

Territories can be divided geographically or by industry ; IBM divides territories 
by industry, for example, so that salespeople get to know the problems and needs 
of the specific industry for which they have responsibility. IBM salespeople might 
be given responsibility for banks, or insurance companies, or local government 
departments. This sometimes means that salespeople have greater distances to 
travel in order to present IBM products, but are more able to make sensible rec¬ 
ommendations and give useful advice. Geographical territories are more 
common, since they minimise travel time and maximise selling time. 

It is virtually impossible to create exactly equal territories. Thus it is important 
to discuss decisions with salespeople in order to ensure that people feel they are 
being treated fairly. For example, some salespeople may be quite happy to accept 
a rural territory because they like to live and work in the country, even if it means 
earning less. 
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PR or public relations is about creating favourable images of the company or organi¬ 
sation in the minds of consumers. PR often involves creating a news story or event 
that brings the product or company to the public attention. A news story is more 
likely to be read than an advertisement, and is also more likely to be believed. PR 
differs from advertising in that the message is not paid for directly; the newspaper 
or magazine prints the story as news, and of course is able to slant the story any 
way it wishes to. PR people are often ex-journalists who have some contacts with 
the news media, and who know how to create a story that will be printed in the way 
the company wants it to be done. Newspaper editors are wary of thinly disguised 
advertisements and will only print items that are really newsworthy. 

Public relations officers and marketers often have differing viewpoints: PR 
people tend to see their role as being about image-building with everybody who 
has anything at all to do with the firm, whereas marketers are concerned mainly 
with customers and consumers. There is therefore a lack of fit between the infor¬ 
mation-processing requirements of marketers and PR people. 23 

Public relations is defined as 'the planned and sustained effort to establish and 
maintain goodwill and mutual understanding between an organisation and its 
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publics: customers, employees, shareholders, trade bodies, suppliers. 
Government officials, and society in general'. 24 The PR managers have the task of 
co-ordinating all the activities that make up the public face of the organisation, 
and will have some or all of the following activities to handle: 

• Organising press conferences. 

• Staff training workshops. 

• Events such as annual dinners. 

• Handling incoming criticisms or complaints. 

• Grooming senior management for the press or TV appearances. 

• Internal marketing; setting the organisation's culture towards a customer ori¬ 
entation. 

The basic routes by which PR operates are word-of-mouth, press and TV news 
stories, and personal recommendation. The aim is to put the firm and its products 
into people's minds and conversations in a positive way. Because the information 
appears as news, it tends to carry more weight. PR is not advertising, because it is 
not paid for directly (even though there is usually some cost attached in terms of 
paying somebody to write the press release, and also in creating a news story). 
Advertising can be both informative and persuasive, but PR is used for convey¬ 
ing information only. 

Here are some examples of good PR activities: 

• A press release saying that a company has developed a way of recycling 
garbage from landfills to produce plastics. 

• The company sponsors a major charitable or sporting event (e.g. the London 
Marathon or a famine-relief project). 

• An announcement that one of the firm's senior executives has been seconded 
to a major government job-creation programme. 

• Body Shop requires all their franchise operations to run projects to benefit their 
local communities. This gives a positive image of the company to the commu¬ 
nity, and also gives the staff pride in working for a caring firm. 

• McDonald's counters the negative publicity from environmental pressure 
groups by running litter patrols outside the restaurants. 

These examples have in common that they are newsworthy and interesting, that 
they put the companies concerned in a good light, and that they encourage 
people to talk about the companies in a positive way. 
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Good PR can be much more effective than advertising for the following reasons: 

• The press coverage is free, so there is better use of the promotional budget. 

• The message carries greater credibility because it is in the editorial part of the 
paper. 

• The message is more likely to be read, because while readers tend to skip past 
the advertisements, their purpose in buying the paper is to read the news stories. 


Public relations and staff 

PR is largely about sending information and creating the right image for organi¬ 
sations and products, but it is also concerned with creating favourable 
impressions in people's minds. It is rarely, if ever, connected with directly bring¬ 
ing in business, and in this respect it differs from the other tools in the 
promotional mix. Although most of the time and for most activities PR will be the 
responsibility of a press agent or PR officer, PR is the responsibility of everybody 
who comes into contact with people outside the organisation. This will include 
the 'front-liners', the people whose day-to-day work brings them into contact 
with outsiders. For example: 

• receptionists; 

• telephonists; 

• truck drivers; 

• warehouse staff; 

• serving staff in the canteen. 

This is apart from the marketing staff, such as salespeople, who come into contact 
with outsiders. In a sense, everybody in the organisation must take some respon¬ 
sibility for PR since everybody in the organisation goes home after work (and 
discusses their company with their friends). 

In this context a bad approach to PR (but one that is all too common) is to hire 
somebody with a nice smile and a friendly voice to sit by the telephone to handle 
complaints and smooth over any problems that arise. This is a fire-fighting or 
reactive approach. 

A good PR approach is to make all the staff feel positive about the company. 
This is done by ensuring that everybody knows what the organisation is doing, 
what the policies are and what the company's overall aims are, in simple lan¬ 
guage. Most people would like to think they are working for a good, responsible, 
successful organisation; it is part of the job of public relations to ensure that this is 
communicated to staff. This is sometimes done by using a slogan or company 
motto to sum up the company's main aim. Some examples are given in Table 9.9. 
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TABLE 9.9 


Examples of company slogans 


Example 

Explanation 

We're Number Two, So 

We Try Harder (Avis] 

This communicates to staff that the company is among the biggest, but that their 
efforts to 'try harder' are recognised and appreciated. It also conveys a valuable 
image to the customers. This slogan has become so well-known that Avis have now 
reduced it to 'We try harder'. 

Createur des Automobiles 
(Renault] 

The literal translation of this French phrase, Creator of Automobiles, may not 
mean much but the French phrase conveys an image of care and artistry - the cars 
are created, not manufactured. 

Putting the Community 
First (Barnet Council] 

Like many local government organisations, Barnet wants to reassure residents 
that they come first in its thinking. This slogan emphasises the community and 
implies that there is neighbourliness and solidarity within Barnet. 


Internal PR uses staff newsletters, staff training programmes and staff social 
events to convey a positive image. Because most of the front-liners are working 
away from the company's headquarters, the PR process has to be handled by per¬ 
suasion, not through diktat. It would be impossible for the PR staff to be 
everywhere at once, following people around to ensure that they say and do the 
'right' things. 


Public relations and the press 

Usually, PR communicates through the news media. Newspapers and magazines 
earn their money mainly through paid advertising, but they attract readers by 
having stimulating articles about topics of interest to the readership. 

Press releases 

Typically, a PR manager or agent will be an ex-journalist who understands what 
is newsworthy and what is not, and will be able to issue press releases about the 
company that will be published. Table 9.10 shows the criteria under which the 
press stories must be produced if they are to be published. 







a Chapter? • Marketing communications and promotional tools 


TABLE 9.10 


Criteria for successful press releases 


Criterion 

Example 

Stories must be 
newsworthy, i.e. of 
interest to the reader. 

Articles about your new lower prices are not newsworthy; articles about opening a 
new factory creating 200 jobs are. 

Stories must not be 
merely thinly disguised 
advertisements. 

A story saying your new car is the best on the market at only £7999 will not go in. A 
story saying your new car won the East African Safari Rally probably would. 

Stories must fit the 
editorial style of the 
magazine or paper they 
are being sent to. 

An article sent to the Financial Times about your sponsored fishing competition will 
not be printed; an article about the company's takeover of a competitor will. 


The news media will, of course, reserve the right to alter stories, add to them, 
comment on them or otherwise change them around to suit their own purposes. 
For example, a press agent's great little story on the launch of Britain's most pow¬ 
erful sports car may become part of an article on dangerous driving. There is 
really very little the firm can do about this. 

For this reason, a large part of the PR manager's job lies in cultivating good 
relationships with the media. Sometimes this will involve business entertaining, 
but more often it will involve making the journalists' lives as easy as possible. A 
well-written press release will often be inserted in the paper exactly as it stands, 
because the editorial staff are too busy to waste time re-writing something that is 
already perfectly acceptable. 

The journals and newspapers gain as well. Normally editors have to pay for 
editorial, either paying freelance writers to produce articles, or paying the salaries 
of journalists to come up with interesting stories. A good press release can go in 
with little or no editing, and no legwork on the part of journalists, so it fills space 
with minimal cost to the paper. 

Media events 

Often companies will lay on a media event, a launch ceremony for a new product 
or to announce some change in company policy. Usually this will involve inviting 
journalists from the appropriate media, providing a free lunch with plenty of free 
drinks, and inviting questions about the new development in a formal press con¬ 
ference. This kind of event has only a limited success, however, unless the 
groundwork for it has been very thoroughly laid. 
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Journalists tend to be suspicious of media events, sometimes feeling that the 
organisers are trying to buy them off with a buffet and a glass of wine. This 
means they may not respond positively to the message the PR people are trying 
to convey, and may write a critical article rather than the positive one that was 
hoped for. 

To minimise the chance of this happening, media events should follow these 
basic rules: 

• Do not call a media event or press conference unless you are announcing some¬ 
thing that the press will find interesting. 

• Check that there are no negative connotations in what you are announcing. 

• Ensure that you have some of the company's senior executives there to talk to 
the press, not just the PR people. 

• Only invite journalists with whom you feel you have a good working relationship. 

• Do not be too lavish with the refreshments. 

• Ensure that your senior executives, in fact anybody who is going to speak to 
the press, has had some training in doing this. This is particularly important 
for TV. 

• Be prepared to answer all questions truthfully. Journalists are trained to spot 
lies and evasions. 

Journalists much prefer to be able to talk directly to genuine corporate execu¬ 
tives rather than being allowed only to talk to the PR department; however, care 
should be exercised in ensuring that the executives spoken to are able to handle 
this type of questioning. It is also a good idea to have a press office that can 
handle queries from journalists promptly, honestly and enthusiastically and can 
arrange interviews with senior personnel if necessary. 


PR and other publics 

PR involves dealing with the company's other publics, apart from the consumers. 
These are typically the following groups: 

• Shareholders, for whom the company will produce end-of-year reports, special 
privileges and so forth. 

• Government departments, with whom the company will liaise about planned 
legislation or other government activities. 

• The workforce. 

• External pressure groups such as environmentalists or lobbyists. 
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Pressure groups can cause problems for companies by producing adverse public¬ 
ity, by picketing company plants, or by encouraging boycotting of company 
products. This can usually be dealt with most effectively by counter-publicity. 

Sometimes adverse publicity from pressure groups is dealt with by advertis¬ 
ing. For example, McDonald's was attacked by environmental groups for 
indirectly encouraging the destruction of rainforests for the purpose of producing 
cheap beef. McDonald's responded with a series of full-page press adverts prov¬ 
ing that beef for their hamburgers comes only from sources in the countries 
where it is eaten, and is not imported from the Third World. 

Usually a journalist who is offered a story from a pressure group will respond 
by trying to get the other side of the story from the firm. This is partly for legal 
reasons, since newspapers can be sued for libel if they print stories that turn out 
to be untrue, but it is also because most journalists want to ensure the accuracy 
and fairness of their stories. This means that a firm's press office, a PR manager or 
even a senior executive may be asked for comment with little or no prior warn¬ 
ing. It is therefore advisable to be as prepared as possible beforehand, and to 
answer as fully as possible in the event of being asked questions. However, it is 
better to delay comment than to say something that will make matters worse. 

In these circumstances, it is better to use a phrase such as 'I'm sorry. I'll have to 
look into that and get back to you later' than to use the standard 'No comment'. 
The former phrase at least gives the impression that you are trying to help, whereas 
'No comment' gives the impression that you are trying to hide something. 

Defensive PR 

Defensive PR is about responding to attacks from outside the firm and counteract¬ 
ing them as they arise. The attacks might come from pressure groups, from 
investigative reporters, or from members of parliament. The safest way to handle 
this type of attack is to begin by trying to understand the enemy, and to this end 
the following questions should be asked: 

• Are they justified in their criticism? 

• What facts do they have at their disposal? 

• Who are they trying to influence? 

• How are they trying to do it? 

If the pressure group is justified in its criticisms, it may be necessary to help them 
to effect the changes in the organisation in order to quell the criticism. Otherwise 
the problem will simply continue. Good PR people will always respond in some 
way, however; as anyone who watches investigative reporters on TV will know, 
the company managers and directors who flee with a hasty 'No comment' always 
look guilty, whereas the ones who are prepared to be interviewed always appear 
honest (until the reporter produces the irrefutable evidence, of course). 
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Another aspect of defensive PR is crisis management. Some industries (for 
example airlines) are more prone to crises than others, but any company can be 
subject to bad publicity of one sort or another. A good approach to handling crises 
is to be prepared beforehand by establishing a crisis team who are able to speak 
authoritatively to the media in the event of a problem arising. The crisis team 
should meet regularly and should consider hypothetical cases and their 
responses to them. They should also ensure that they are immediately available 
in the event of a crisis occurring. 

Proactive PR 

Proactive P means setting out deliberately to influence opinion, without wait¬ 
ing for an attack from outside. Here the manager will decide on the following: 

• Whom to influence. 

• What to influence them about. 

• How to influence them. 

• How to marshal the arguments carefully to maximise the impact. 

Overall, it is probably better to be proactive rather than defensive (or reactive) 
because that way the PR office is in control of the process and is better-prepared. 
If the firm is planning on dumping toxic waste in a beauty spot, in other words, it 
is better to contact Greenpeace beforehand and get its opinion rather than suffer 
the inevitable protests afterwards and take a chance on being able to patch up 
any problems. 


What PR will do 

The following list tells you what good PR will do for your firm: 

• Helps build a positive image. 

• Can counter bad publicity. 

• Can improve employee motivation. 

• Can greatly improve the effectiveness of both your advertising and your 
salesforce. 

On the other hand, here are some of the things that PR will not do for your 
firm: 
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• Directly increase sales. 

• Cover up something adverse to your company. 

• Replace your other promotional activities. 

Ultimately, PR works best as part of a planned and integrated programme of 
promotional activities which includes advertising, sales promotion and personal 
selling. It works worst when used only occasionally, and in isolation. 


Word-of-mouth 

Word-of-mouth is probably the most powerful communication medium in exis¬ 
tence, and can be used by marketers to good effect. The reasons for the power of 
word-of-mouth are as follows: 

• It is interactive, involving a discussion between the parties. This forces the 
recipient to think about the communication. The problem for marketers is that 
the interaction takes place between parties who are not usually under the con¬ 
trol of the firm. 

• It allows for feedback and confirmation of the messages. 

• The source, being a disinterested friend or acquaintance, carries a lot more 
credibility than any marketer-generated communications. 

People often discuss products and services; they like to talk about their own 
recent purchases, to advise people considering a purchase, to show friends and 
family their latest acquisitions, and even to discuss controversial or interesting 
marketing communications. The problem for marketers is that people will talk 
about products and companies whether the firm likes it or not, and there is very 
little that firms can do to control the process. Word-of-mouth communications 
can therefore be positive or negative, and it often appears that bad news travels 
twice as fast as good news, so that much word-of-mouth is negative. 

Table 9.11 shows some of the ways marketers can increase positive word-of- 
mouth. Part of the problem for the marketer lies in identifying the opinion 
leaders in a given market. Journalists, influential individuals and organisations in 
industry, and some prominent TV pundits are obviously easy to identify, but 
among the general public it usually takes careful research to identify the people 
who are likely to be opinion leaders regarding a particular product. The main 
characteristics of influentials are shown in Table 9.12. 
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TABLE 9.11 


Ways to encourage positive word-of-mouth 


Method 

Explanation and examples 

Press releases 

A press release with a good, newsworthy story will usually stimulate discussion, 
particularly if it is linked to another promotion. For example, a press release 
announcing a sports competition for school squash players will generate word-of- 
mouth among squash players. 

Bring-a-friend schemes 

In these schemes an existing customer is invited to recruit a friend in exchange for 
a small reward. In some cases, the reward is given to the friend rather than to the 
introducer - some people feel uncomfortable about accepting a reward for 'selling' 
to a friend. For example, a health club might have special 'bring a friend' days 
when the friend is allowed to use all the facilities for free for a day. This gives the 
member a chance to show off his or her club, and encourages the friend to join. 

Awards and certificates 

Trophies and certificates are sometimes displayed, and often talked about. For 
example, Laphroaig Whisky distillery has a Friends of Laphroaig club, in which the 
members (regular drinkers of the whisky! are given a square foot of land on the 
island of Islay, and a certificate of ownership. The proud owners of this little piece 
of Scotland frequently mention it to their friends, especially when offering them a 
glass of the whisky itself. The distillers also invited the Friends of Laphroaig to 
nominate a friend to receive a free miniature of the whisky, on the grounds that the 
'Friend' could be sure of a 'dram' when calling on the 'friend'. 

T-shirts 

Promotional clothing often excites comment from friends: designer labels, names 
of bands, names of tourist destinations, and names of concert venues all provoke 
comment from friends and acquaintances. 


TABLE 9.12 


Characteristics of influentiafs 


Characteristic 

Description of influential 

Demographics 

Wide differences according to product category. For fashions and film-going young 
women dominate. For self-medication, women with children are most influential. 
Generally, demography shows low correlation and is not a good predictor. 

Social activity 

Influencers and opinion leaders are usually gregarious. 

General attitudes 

Generally innovative and positive towards new products. 

Personality and lifestyle 

Low correlation of personality with opinion leadership. Lifestyle tends to be more 
fashion conscious, more socially active, more independent. 

Product related 

Influencers are more interested in the specific product area than are others. They 
are active searchers and information gatherers, especially from the mass media. 
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Much word-of-mouth communication is, unfortunately, negative. Some authori¬ 
ties state that dissatisfied customers tell three times as many people about the 
product than do satisfied customers; if true, this means that preventing negative 
word-of-mouth is actually a more pressing problem for marketers than is generating 
positive word-of-mouth. Complaint-handling is therefore a key issue (see Chapter 3). 


Sponsorship 

Sponsorship of the arts or of sporting events is an increasingly popular way of 
generating positive feelings about firms. Sponsorship has been defined as 'An 
investment, in cash or kind, in an activity in return for access to the exploitable 
commercial potential associated with this activity'. 25 

Sponsorship in the United Kingdom has grown from £4 million in 1970 26 to £35 
million by 1980, 27 and £400 million by 1993. 28 Much of this increase in expendi¬ 
ture has come about because tobacco firms are severely restricted in what they are 
allowed to advertise, and where they are allowed to advertise it: thus sponsor¬ 
ship of Formula One racing and of horse racing and cricket matches by tobacco 
firms has become commonplace. Companies sponsor for a variety of different 
reasons, as Table 9.13 shows. 29 


TABLE 9.13 


Reasons for sponsorship 


Objectives 

% Agreement 

Rank 

Press coverage/ 
exposure/opportunity 

84.6 

1 

TV coverage/exposure/ 
opportunity 

78.5 

2 

Promote brand 

78.4 

3 

awareness 



Promote corporate 
image 

77.0 

4 

Radio coverage/ 
exposure/opportunity 

72.3 

5 

Increase sales 

63.1 

6 

Enhance community 
relations 

55.4 

7 

Entertain clients 

43.1 

8 

Benefit employees 

36.9 

9 

Match competition 

30.8 

10 

Fad/fashion 

26.2 

11 
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Sponsorship attempts to link beliefs about the sponsoring organisation or 
brand and connect them to an event or organisation that is highly valued by 
target consumers. 29 

Sponsorship is not adequate as a stand-alone policy. Although firms can run 
perfectly adequate PR campaigns without advertising, sponsorship will not work 
effectively unless the sponsoring firm is prepared and able to publicise the link. 
Some researchers estimate that two to three times the cost of sponsorship needs 
to be spent on advertising if the exercise is to be effective. 30 In most cases it is nec¬ 
essary to spell out the reasons for the firm's sponsorship of the event in order to 
make the link clear to the audience; merely saying 'Official snack of the Triathlon' 
is insufficient. Since the audience is usually interested in anything about the 
event, it is quite possible to go into a brief explanation of the reasoning behind 
the sponsorship: for example, to say 'Our snack gives energy - and that's what 
every triathlete needs more than anything. That's why we sponsor the Triathlon.' 

The evidence is that consumers do feel at least some gratitude towards the 
sponsors of their favourite events; whether this is gratitude per se or whether it is 
affective linking is hard to say, and the answer to that question may not be of 
much practical importance anyway. 31 There are certainly spin-offs for the internal 
PR of the firm; most employees like to feel that they are working for a caring 
organisation, and sponsorship money also (on occasion) leads to free tickets or 
price reductions for staff of the sponsoring organisation. 

Sponsorship appears to work best when there is some existing link between 
the sponsoring company and the event itself. In other words, a company that 
manufactures fishing equipment would be more successful sponsoring a fishing 
competition than it would in sponsoring a painting competition. More subtly, a 
bank would be better off sponsoring a middle-class, 'respectable' arts event such 
as an opera rather than an open-air rock concert. The following criteria apply 
when considering sponsorship: 32 

• The sponsorship must be economically viable; it should be cost-effective, in 
other words. 

• The event or organisation being sponsored should be consistent with the brand 
image and overall marketing communications plans. 

• It should offer a strong possibility of reaching the desired target audience. 

• Care should be taken if the event has been sponsored before; the audience may 
confuse the sponsors, and you may be benefiting the earlier sponsor. 

Occasionally a competitor will try to divert the audience's attention to themselves 
by implying that they are sponsoring the event: this is called ambushing. 33 For 
example, during the 1998 World Cup it was common for firms to use World Cup 
events in their advertising or sales promotions without actually sponsoring any¬ 
thing to do with the event itself. 
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Sponsorship is likely to grow in importance in the foreseeable future. More 
credible than advertising, it is often cheaper and has important effects on both 
brand and corporate image; given the restrictions being imposed on advertising, 
particularly regarding tobacco, sponsorship has much to offer. 


INTEGRATING THE PROMOTIONAL MIX 


Communication does not necessarily create all its impact at once. A series of com¬ 
munications will move the recipient up a 'ladder' of effects, as shown in Figure 
9.6. At the bottom of the ladder are those consumers who are completely unaware 
of the product in question; at the top of the ladder are those who actually pur¬ 
chase the product. 

Given the differing nature of the consumer's involvement at each stage of the 
hierarchy, it is clear that no single communication method will work at every 
stage. Equally, not every consumer will be at the same stage at the same time; 
therefore it follows that several different communications approaches will need 
to run at once if the communications package is to work effectively. 

• In the early stages of a product launch, moving consumers from brand igno¬ 
rance to brand awareness will be largely the province of advertising. At first, the 
marketer needs to get the consumers' attention and prepare them for the more 
detailed information which is to follow. A teaser campaign is almost entirely 
concerned with creating awareness. 



Brand 

ignorance 


FIGURE 9.6 


The hierarchy of communications effects 



Integrating the promotional mix 


• Having made the target audience aware of the product, the next stage is to 
build knowledge. Again, mass advertising will play a major role, but if the prod¬ 
uct is complex it may be necessary to use mailshots or other more personal 
communications. This is because the emphasis is on providing information 
about the product: what it is, what it does, how it works and even that it works 
at all. In some cases an element of prior knowledge can be assumed: for exam¬ 
ple, most people would already know that fluoride is a good thing to have in 
toothpaste, not quite so many would know that it helps prevent tooth decay, 
and very few would know how it works. 

• Liking for the product might come from trying it (perhaps through a sales pro¬ 
motion), or from reading positive news stories about it (PR), or from 
persuasive advertising. Liking is an attitude towards a product, and therefore 
has elements of affect, cognition and conation (see Chapter 3). 

• Preference for the product implies comparison with other brands, so is very much 
concerned with positioning. An important point to note is that preference will 
come about only if the product matches up to (or exceeds) the claims made for it 
in the earlier advertising; if the claims made were inaccurate, unrealistic or 
simply misunderstood the consumer will be disappointed and will not buy the 
product again. Also, preference implies that the consumer will need to have suf¬ 
ficient knowledge of the pros and cons of other brands; salespeople will play a 
role in this part of the process if the product is a high-value one, since they will 
often be able to point out the drawbacks of competing brands. 

• Conviction may come about only after several trials of the product (if it is a 
fast-moving consumer good) or after a lengthy discussion with a salesperson if 
the product is a high-value or high-involvement item. Adoption is the final 
stage of the process, when the consumer builds the product into his or her 
daily life. 

There is likely to be some 'slippage' because it is not possible to expose all the 
target audience to the communication at the same time. Also, some consumers 
will already know more than others about the product category. Marketers will 
need to overlap the promotional effort to give maximum coverage. 

One of the problems with the hierarchy of communications effects is that it 
implies that the process is invariably linear. This is not necessarily the case: an indi¬ 
vidual can become aware of a product and form an instant liking for it, without 
having detailed knowledge of the product. Equally, it is perfectly possible for a con¬ 
sumer to buy a product on impulse and form an opinion about it afterwards. 

Having said that, the hierarchy of effects model is helpful in planning commu¬ 
nications campaigns, since different communications methods and styles can be 
used according to the consumer's level on the hierarchy. For example, when a 
new product is introduced (or a product is introduced into a new market), few of 
the target audience will know anything about it. 
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PLANNING THE CAMPAIGN 


Whether this stage comes before or after the budget-setting will depend on 
whether the marketer is adopting an objective-and-task policy or not. In most cases, 
though, planning the campaign in detail will come after the budget is known and 
agreed upon; few companies give the marketing department a blank cheque for 
promotional spending. Campaigns can be carried out to achieve many objectives; a 
new product launch was used in the example given earlier, but in most cases the 
products will be in the maturity phase of the product life cycle (see Chapter 6). 

• Image-building campaigns are designed to convey a particular status for the 
product, and to emphasise ways in which it will complement the user's 
lifestyle. For example, Volvo promotes the reliability and engineering of the car 
rather than its appearance, thus appealing to motorists who prefer a solid, reli¬ 
able vehicle. Marlboro cigarettes promote a masculine, outdoors image. 

• Product differentiation campaigns aim to show how the product is better than 
the competitors' products by emphasising its differences. In most cases this 
will take the form of the unique selling proposition or USP for short. The USP 
is the one feature of the product that most stands out as different from the com¬ 
petition, and is usually a feature that conveys unique benefits to the consumer. 
Mature products often differ only very slightly from each other in terms of per¬ 
formance, so a USP can sometimes be identified in terms of the packaging or 
distribution. Of course, the USP will only be effective if it means something to 
the consumer - otherwise it will not affect the buying decision. 

• Positioning strategies are concerned with the way consumers perceive the 
product compared with their perceptions of the competition. For example, a 
retailer may claim Tower prices than other shops' or a restaurant may want to 
appear more up-market than its rivals. 

• Direct response campaigns seek an immediate response from the consumer in 
terms of purchase, or request for a brochure, or a visit to the shop. For exam¬ 
ple, a retailer might run a newspaper campaign that includes a money-off 
coupon. The aim of the campaign is to encourage consumers to visit the shop 
to redeem the coupon, and the retailer can easily judge the effectiveness of the 
campaign by the number of coupons redeemed. 


PUTTING IT ALL TOGETHER 


To make the best use of the promotional effort it is worth spending time planning 
how it will all fit together. The recipe will need to be adapted according to what 
the product is and how the company wants to promote it. 


Putting it all together E 


The elements marketers need to consider are: 

• size of budget; 

• size of individual order value; 

• number of potential buyers; 

• geodemographical spread of potential buyers; 

• category of product (convenience, unsought, shopping, etc.); 

• what it is the firm is trying to achieve. 

It is impossible to achieve everything all at once, so marketers plan the cam¬ 
paign as an integrated package. For example. Table 9.14 shows a product launch 
strategy designed to maximise penetration of a new food product. 

Carrying out this kind of planning needs the co-operation of all the members 
of the marketing team. It is no use having the PR people doing one thing, and the 
salesforce doing something else that negates their efforts. If the campaign is to be 
effective it is important that all the team members are involved in the discussions 
so that unrealistic demands are not made of the team members. 


TABLE 9.14 


Example of a promotional calendar 


Month 

Activity 

May 

Press release to the trade press; retailers. 

June 

Sales campaign to persuade retailers to stock the product. Aim is to get 50% of 
retailers stocking the product, so the salesforce tells them a big ad spend is 
forthcoming. Run teaser campaign. 

July/August 

Denouement of teaser campaign. Promotion staff appear in major retail outlets 
offering free samples. Press releases to cookery writers, possibly reports on 
daytime TV if product is newsworthy enough. 

September/ October 

Once 50% retailer penetration has occurred, start TV campaign. Brief ad agency to 
obtain maximum awareness. 

January/ February 

Begin new campaign to inform. Possibly use money-off sales promotion, linked 
promotions, etc. Review progress so far using market research. Possibly some 
press releases, if the product is innovative enough, to the business/cookery press. 
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CASE STUDY 9: SELFRIDGES DEPARTMENT STORE 

In 1909 Gordon Selfridge established a new department store in Oxford Street, London. 
He declared that Selfridges was 'for everyone', and for the next 90 years the store lived 
up to that promise of being London's premier department store. 

By the mid-1990s, however, department stores in general and Selfridges in par¬ 
ticular were losing ground to the smaller specialist stores, and to hypermarkets 
and edge-of-town retailers. Shopping in central London was losing some of its 
appeal - the impossibility of parking, the cost of public transport, the difficulty of 
carrying goods home afterwards, and many other problems meant that West End 
shopping was becoming the prerogative of tourists. For Selfridges, the problem 
was to move the store from 'famous building' status to 'famous brand' status 
ahead of plans to move the firm out into the regions of Britain. A key issue was to 
communicate the idea of shopping as entertainment, according to marketing direc¬ 
tor James Bidwell. 'We firmly believe in the power of the brand, as opposed to 
traditional department stores, where layout was historically dictated by product 
groupings,' Bidwell says. 

After spending £100 million on redesigning the store layout, the company made 
radical changes in its corporate identity. Selfridges ran a major advertising cam¬ 
paign in the London area, based on the theme 'It's Worth Living in London'. The 
campaign did not feature any products at all (an unusual approach for a depart¬ 
ment store, or indeed any retailer), and the campaign was designed to 
communicate the idea that Selfridges is at the heart of metropolitan life. 
Selfridges', share of voice (the proportion of advertising it bought compared with 
otherfirms) was 8% in 1999, compared with Harrods' 18%, Harvey Nicholls' 2% and 
Liberty's 4%. 

The company ran a series of PR events in-store, ranging from Spice Girls book 
signings, to club nights in the car park in conjunction with Kiss FM, a radio station, 
and collaborations with artists and designers through window displays. The store 
windows were turned over to establishing the Selfridges brand, rather than the 
usual purpose of displaying products for sale. The store ran a series of sponsor¬ 
ship initiatives with art galleries such as the Serpentine, Barbican and Hayward 
galleries. 

All this effort paid off in terms of sales. Sales increased by 6% in the Oxford Street 
store, and by 23% in the new Manchester store, compared with UK sales growth of only 
2% in the same period. People visiting the stores increased by 28% in London and 58% 
in Manchester, indicating further growth to come. The improvements did not go unno¬ 
ticed on the stock market, either - share value grew 35%, indicating a new confidence 
in the store's ability to maintain its turnround. 

Selfridges now has two stores in Manchester and a new store in Birmingham, 
and has plans to begin retailing on-line. From dowdy, old-fashioned department 
store, Selfridges has become a central feature of the cities it operates in - truly a 
store for everyone. 


Summary 


Questions 

1 Why would Selfridges sponsor art galleries? 

2 What was the role of PR in the turnround? 

3 What brand values do you think Selfridges were trying to convey? 

4 Why run club nights in the car park? 

5 How realistic is it to try to be a 'store for everyone'? 



SUMMARY 


This chapter has been about the ways companies communicate with their publics. 

In it, we have looked at the main promotional tools that marketers have at their 

disposal, and at the strengths and weaknesses of each of those tools. 

Here are the key points from this chapter: 

• Communications work best when there is feedback. 

• It is essential for the sender of the message to have a common field of experience 
with the receiver. 

• The AIDA model can rarely be achieved with one form of communication. 

• The promotional mix is a recipe; the ingredients are not interchangeable. 

• Publicity and PR are probably the most cost-effective promotional tools you 
have available. 

• The media are interested only in newsworthy items, not in thinly disguised 
advertisements. PR works best when used as part of an integrated programme 
of activities. 

• PR requires a long-term commitment to cultivating the media. 

• It is advisable to invest in training anybody who may have to deal with the 
press, and even more so with TV. 

• PR will only help publicise your good points; it will not give you what you 
have not got. 

• Advertising is not the only way to increase sales, and may not even be the 
best way. 
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• Advertising needs to be planned and targeted to the right segment in order to 
avoid wasting money and effort on people who will not buy the product. 

• People will not read long-winded advertisements. 

• Artwork is more memorable than copy. 

• Selling is about meeting the customer's needs with a suitable product from the 
range. 

• Selling is learned, not somehow magically inborn. 

• Sponsorship tends to have strong positive effects on both brand and corporate 
images. 



CHAPTER QUESTIONS 


1 How can sales promotions help a company's production planning process? 

2 What are the main advantages of PR over advertising? 

3 'The aim of marketing must be to make selling superfluous.' Discuss. 

4 Which part of the AIDA model does personal selling best achieve? 

5 What is the purpose of sponsorship? 


MULTI-CHOICE QUESTIONS 

1 Interference is: 

(A) Extraneous non-intelligent clutter that distorts messages. 

(B) Intelligent clutter that distorts messages. 

(C) Distortion of messages by differences in culture. 

2 Sending a message by several different routes is called: 

(A) Multitasking. 

(B) Redundancy. 

(C) Integration. 

3 An artificial sign created to provide meaning is called: 

(A) An icon. 

(B) A logo. 

(C) A symbol. 



Multi-choice questions 


4 Denotative meanings are: 

(A) Common to everybody. 

(B) Specific to the individual. 

(C) Common to all the signals in a given group. 

5 The study of meaning in a social context is called: 

(A) Syntactics. 

(B) Semiotics. 

(C) Linguistics. 

6 Semantics is the study of: 

(A) The meanings of symbols. 

(B) The relationship between words and the external world. 

(C) Communication. 

7 AIDA stands for: 

(A) Action, involvement, decision and aftercare. 

(B) Aversion, internalisation, deconstruction and acceptance. 

(C) Attention, interest, desire and action. 

8 An advertising campaign that seeks to engage the observer's thought 
processes is called: 

(A) A rational campaign. 

(B) A teaser campaign. 

(C) A lifestyle campaign. 

9 A test carried out before an advert is screened is called: 

(A) A post-test. 

(B) A pre-test. 

(C) A recognition test. 

10 A differentiation campaign is one that: 

(A) Seeks to promote the differences between the product and its 
competitors. 

(B) Makes the advertising itself different, even if the products are 
homogeneous. 

(C) Creates an artificial difference between the product and the campaign. 
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FURTHER READING 


Marketing Communications: An Integrated Approach by P.R. Smith (London, Kogan Page, 
1998) gives an excellent account of marketing communications in a practically 
orientated way. 

Business-to-Business Marketing Communications by Norman Hart (London, Kogan Page, 
1998) is very much a practical guide to marketing communications in the business-to- 
business environment. 

Marketing Through Effective Communication by Don Booth (Tudor Business Publishing, 
1992), Chapter 9. Some excellent advice for salespeople, covering appearance, approach 
and planning aspects. See also Chapter 11 on negotiation. 

Marketing Communications by Jim Blythe (Harlow, Financial Times Prentice Hall, 2000) 
offers a more in-depth look at marketing communications theory and practice than is 
possible in this chapter. 

How I Raised Myself from Failure to Success in Selling by Frank Bettger (London, Cedar Press, 
1990; 1st edn. World's Work 1947). Anecdotes of a highly successful American salesman. 
This book is out of print at present, but if you can find a copy in a library or second-hand 
bookshop it makes riveting bedtime reading. A real classic! 



GLOSSARY 


Adoption Building a given brand or product into one's regular daily life. 

Advertisement A paid insertion of a message in a medium. 

AIDA Acronym for Attention, Interest, Desire and Action - the four stages of 
response to communications. 

Aided recall The degree to which an individual can recognise an advertisement 
when it is shown to him/her. 

Brand awareness The degree to which the consumer has knowledge of a given 
brand. 

Brand switching The act of buying a different brand from the one usually 
purchased. 

Conviction The belief that a given product will meet one's needs better than 
any other. 



Glossary 


Copy The words used in advertisements. 

Copywriter Individual who supplies the words for advertisements. 

Direct response Promotions that include a coupon or telephone number for the 
customer to contact the manufacturer or service provider without going through 
intermediaries. 

Execution format The overall style of an advertisement. 

Frequency The number of times a given individual will see a given advertisement. 

Icon A visual image directly connected with the object of the communication. 

Index A sign that is indirectly associated with the concept being communicated. 

Institutional advertising Advertising in which the company or institution is 
promoted rather than a specific product. 

Interference Purposeful noise that interrupts communications. 

Internal F Public relations exercises aimed at the workforce and other 
stakeholders within the organisation. 

Lifestyle campaign A series of advertisements showing a product being used as 
part of a desirable lifestyle. 

Mailshots Postal communications intended to obtain business or appointments 
for selling interviews. 

Media event A meeting held to announce corporate news, to which journalists 
are invited. 

Missionaries Salespeople who seek to promote the company and its products to 
new prospects. 

Noise Non-purposeful interference with communications. 

Order getters Salespeople who provide solutions for new and existing 
customers from among the available product portfolio. 

Order takers Salespeople who record and process purchase orders from people 
who had already decided to purchase. 

Personal selling A person-to-person communication intended to meet a 
customer's needs at a profit. 

Piggy-backing Promoting one brand by linking it to another, usually as a sales 
promotion. 

Post-tests Testing of the effectiveness of advertising materials after they have 
been shown to the general public. 


Chapter? • Marketing communications and promotional tools 


Pre-tests Testing of advertising materials before they are shown to the general 
public. 

Proactive PR Public relations exercises undertaken as a result of internal 
planning within the organisation. 

Product advertising Advertising in which a product category is promoted rather 
than an individual brand. 

Product differentiation The features and benefits of a product that distinguish it 
from its near substitutes. 

Promotional mix The combination of PR, advertising, personal selling and sales 
promotion leading to purposeful marketing communications. 

Prospects Individuals who are prepared to talk to a salesperson about their 
needs. 

Public relations (F ! Activities intended to convey an organisation's messages 
to its publics. 

Publics All individuals and organisations who might have an impact on the 
company's activities. 

Ratchet effect The phenomenon whereby an increase in sales resulting from a 
sales promotion tends to remain after the promotion ends. 

Rational campaign An advertisement or series of advertisements using facts and 
figures in an authoritative way to appeal to the consumer's cognition. 

Reach The number of people who are exposed to an advertisement. 

Reactive PR (defensive PR) Public relations exercises undertaken as a response 
to outside pressures. 

Redundancy Sending the same message via different routes to overcome the 
distorting effects of interference and noise. 

Sales cycle The length of time between first contacting a prospect and closing 
the sale. 

Sales promotion A temporary offer used to increase immediate sales. 

Sales territory The geographical or industrial area allocated to an individual 
salesperson. 

Self-liquidating offers Sales promotions in which the consumer makes a 
purchase of an associated product, the price of which more than covers the cost 
of the promotion. 

Sign Anything that represents something, to somebody, in some respect. 


References 


Symbol A universally agreed sign that stands for the concept being 
communicated. 

Teaser campaign An advertisement shown in two parts, each part some weeks 
or months apart, in which the hook line is in the second advertisement. 

Unaided recall The degree to which an individual can remember an 
advertisement without being prompted. 

USP (unique selling proposition] The feature or benefit of a product that no 
other product has. 
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Objectives 

After reading this chapter you should be able to: 

analyse the firm's current situation and develop a forward strategic plan; 

explain the difference between strategy and tactics; 

explain the main issues surrounding budgeting; 

describe the basic approaches to budgeting; 

set up systems for the monitoring and control of your plans; 

develop strategic approaches to integrating a firm's marketing activities. 
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INTRODUCTION 


This chapter is about integrating and co-ordinating the firm's marketing efforts, 
producing marketing plans, and ensuring that the plans are carried out in a cost- 
effective manner. 


THE MARKETING PLANNING PROCESS 


The basic process of planning is as shown in Figure 10.1. Strategic decisions con¬ 
cern the overall direction of the organisation. Strategy is about where we want to 
be; decisions on tactics are about how we are going to get there. 

Strategic decisions tend to be difficult to reverse; they usually involve a rejec¬ 
tion of other strategic options; and they generally therefore involve a major 
personal commitment on the part of the decision maker. Tactical decisions are 
relatively easy to change, involve less commitment, and can often run alongside 
other options. A comparison of strategic and tactical decisions is given in 
Table 10.1. 
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FIGURE 10.1 


The marketing planning process 
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TABLE 10.1 


Comparison of strategic and tactical decisions 


Strategic decisions 

Tactical decisions 

Concern overall 
direction 

Concern methods of achievement 

Difficult to reverse 

Relatively easy to change 

Involve rejection of 
alternatives 

Allow combination of alternatives 


Strategy must be integrated across the whole range of marketing activities, it 
must be formulated in the light of good analysis of the environment, and it must 
include a feedback system so that the strategy can be adapted in the light of envi¬ 
ronmental changes. Strategy is influenced by organisational objectives and 
resources, competitor activities, the structure of the market itself and the firm's 
willingness to make changes and take risks. 

From an overall strategic perspective marketers need to decide on the follow¬ 
ing issues, and formulate strategies for coping with them: 

• Which market should the firm be in? 

• What strengths and weaknesses is the firm bringing to the marketplace? 

• Where does the firm intend to be in 5 to 30 years' time? 

• What will the firm's competitors do in response to the market? 

• Does the firm have sufficient resources to achieve the objectives decided upon? 

The first stage in the planning process is to determine where the firm is now; 
this can be determined by carrying out a marketing audit. 


THE MARKETING AUDIT 


In marketing, strategic planning revolves around issues such as launching new 
products, changing brand names, deciding which segments to target and design¬ 
ing new promotional campaigns. The marketing audit is a review of the firm's 
current objectives, strategies, organisation, performance and activities, and its 
primary purpose is to pick out the firm's strengths and weaknesses so that 
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managers can improve on them in future. It evaluates how effectively the organi¬ 
sation is performing its marketing tasks within the context of the seven Ps - 
products, price, place, promotion, people, processes and physical evidence. 1 

The marketing audit is a snapshot of what is actually happening now in the 
firm. It should therefore be carried out on a fairly regular basis - within the limits 
of the amount of money that can be spared for the task, and the amount of time 
that can be spared from doing the marketing tasks at hand. 

Table 10.2 shows an overview of the scope of the marketing audit. Such an audit 
encompasses the SWOT and STEP analyses introduced in Chapter 2, but goes into 
considerably more detail. Once the exercise has been carried out, managers will 
have a very clear idea of what needs to be changed to meet the firm's objectives. 


CORPORATE OBJECTIVES 


Corporate objectives are the strategic statements of where the company wants to 
be. The objectives might be as follows: 

• Financial: market share, sales, profit, return on investment, etc. 

• Philosophical: perhaps a mission statement expressing the core values of the 
organisation. 

• Qualitative: service levels, innovation, etc. 

Corporate objectives often involve trade-offs, since all firms have limited 
resources and can concentrate on only one area at a time. In some cases the trade¬ 
offs involve diametrically opposed objectives. Weinberg 3 proposes a set of eight 
trade-offs in setting objectives, as follows: 

1 Short-term profit v long-term growth. 

2 Profit margin v market positioning. 

3 Direct sales effort v market development. 

4 Penetrating existing markets v developing new ones. 

5 Profit v non-profit goals. 

6 Growth v stability. 

7 Change v stability. 

8 Low-risk v high-risk environments. 

Setting the overall corporate objectives may indicate strategic sub-objectives; 
Table 10.3 contains some examples of strategic objectives. 


Corporate objectives 


TABLE 10.2 


The marketing audit 


Main areas 

Subsections 

Issues to be addressed 

Marketing environment 
audit 

Macro-environment 

Economic-demographic 

Inflation, materials supply and shortages, 
unemployment, credit availability, forecast 
trends in population structure. 


Technological 

Changes in product and process 
technology, generic substitutes to replace 
products. 


Political-legal 

Proposed laws, national and local 
government actions. 


Cultural 

Attitude changes in the population as a 
whole, changes in lifestyles and values. 


Ecological 

Cost and availability of natural resources, 
public concerns about pollution and 
conservation. 

Task environment 

Markets 

Market size, growth, geographical 
distribution, profits; changes in market 
segment sizes and opportunities. 


Customers 

Attitudes towards the company and 
competitors, decision-making processes, 
evolving needs and wants. 


Competitors 

Objectives and strategies of competitors, 
identifying competitors, trends in future 
competition. 


Distribution and dealers 

Main trade channels, efficiency levels of 
trade channels. 


Suppliers 

Availability of key resources, trends in 
patterns of selling. 


Facilitators and marketing firms 

Cost and availability of transport, finance, 
and warehousing; effectiveness of 
advertising (and other] agencies. 


Publics 

Opportunity areas, effectiveness of PR 
activities. 

Marketing strategy audit 

Business mission 

Clear focus, attainability. 


Marketing objectives and goals 

Corporate and marketing objectives clearly 
stated, appropriateness of marketing 
objectives. 


Strategy 

Core marketing strategy, budgeting of 
resources, allocation of resources. 
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TABLE 10.2 


The marketing audit ( continued ] 


Marketing organisation 
audit 

Formal structure 

Seniority of marketing 
management, structure of 
responsibilities. 


Functional efficiency 

Communications systems, product 
management systems, training of 
personnel. 


Interface efficiency 

Connections between marketing and other 
business functions. 

Marketing systems 
audit 

Marketing information system 

Accuracy and sufficiency of information, 
generation and use of market research. 


Marketing planning system 

Effectiveness, forecasting, setting of 
targets. 


Marketing control system 

Control procedures, periodic analysis of 
profitability and costs. 


New product development system 

Gathering and screening of ideas, business 
analysis, pre-launch product and market 
testing. 

Marketing productivity 
audit 

Profitability analysis 

Profitability of each product, market, 
territory and distribution channel. Entry 
and exit of segments. 


Cost-effectiveness analysis 

Costs and benefits of marketing activities. 

Marketing function 
audits 

Products 

Product portfolio; what to keep, what to 
drop, what to add, what to improve. 


Price 

Pricing objectives, policies and strategies. 
Customer attitudes. Price promotions. 


Distribution 

Adequacy of market coverage. 

Effectiveness of channel members. 

Switching channels. 


Advertising, sales promotion, PR 

Suitability of objectives. Effectiveness of 
execution format. Method of determining 
the budget. Media selection. Staffing levels 
and abilities. 


Salesforce 

Adequate size to achieve objectives. 

Territory organisation. Remuneration 
methods and levels. Morale. Setting quotas 
and targets. 


(Source: Adapted from Kotler, P., 2003, Marketing Management, 11th edition, © 2003. Reprinted by permission of Pearson Education Inc., Upper 
Saddle River, N.J. 2 ) 



Corporate objectives 


TABLE 10.3 


Strategic alternatives 


Strategic objective 

Explanation 

Backward integration 

Taking control of suppliers, either by purchase or by merger. 

Forward integration 

Taking control of customers (in industrial or commercial markets). 

Horizontal integration 

Taking control of competitors. 

Concentric 

diversification 

Developing new products that fit well with the existing product range, but 
delivering them to new markets. 

Conglomerate 

diversification 

Developing new products that are unrelated to the firm's existing technology. This 
is a high-risk strategy: see Chapter 6. 

Horizontal 

diversification 

Introducing new products (unrelated to the present range) into existing markets. 

For example, Virgin markets everything from records to life insurance to the 
same target group of consumers. 


As a general rule, most firms want to grow. Growth increases the firm's secu¬ 
rity in the market, it increases the power and influence of managers (not to 
mention their salaries), and it reduces costs. There are four main advantages to 
growth, as shown in Table 10.4. 

Growth in growing markets is likely to happen in any case, even without any 
formal strategic attempts to encourage it: the key to success here lies in measur¬ 
ing whether the company is growing faster than the market, slower than the 
market, or at the same pace as the market. Often firms which couch their growth 
objectives in financial terms fail to notice that they are growing more slowly than 
the market, and are thus (in effect) losing ground to competitors. Couching 
growth targets in terms of market share will avoid this pitfall, although obviously 
a reliable measure of the overall size of the market needs to be available. 

Once managers have a clear picture of where the company is and where they 
wish it to be, it is possible to move on to planning the tactics. 
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TABLE 10.4 


Advantages of growth 


Advantage 

Explanation 

Protection against 
competition 

if the firm becomes the largest in the industry, competitors find it harder to enter 
the market. Growing firms are able to apply more resources to the market, and 
take away market share from their competitors thus reducing the competitors' 
ability to compete effectively. 

Improved economics 
of scale 

Greater size means greater efficiency in the purchase of raw materials, use of 
employee skills, and use of corporate resources. This eventually results in 
higher profit margins, and consequently a greater ability to survive if 
business worsens. 

Better control of 
distribution networks 

Growing firms are attractive to distributors and suppliers because they will 
provide more business in the future. This gives the firm a negotiating advantage. 

More opportunities 
for career advancement 

Managers and staff have better opportunities for promotion when working for a 
growing firm. This means greater motivation, which in turn means improved 
working practices. 


TACTICAL PLANNING 


Because marketers are usually looking for a competitive edge, they will usually 
try to offer their customers something that is unavailable elsewhere. In this 
respect, marketing differs from the other main business disciplines. If the legal 
directors were swapped over from one competing firm to another, they would 
have no trouble in carrying on with their jobs; the law remains the same for firms 
in the same industry If the finance directors or the production managers were 
exchanged they would simply carry on working, because each industry operates 
with its own financial structure and production techniques. If the marketers were 
swapped, though, they would probably be completely lost for the first few 
weeks, because each should be addressing a different segment of the market, 
dealing with different distributors, different clients, different overall philosophies 
and different promotional campaigns. 

For example, cosmetics are traditionally sold in pharmacies and department 
stores. Yet Avon Cosmetics has become one of the world's largest cosmetics com¬ 
panies by breaking the rules, and selling the cosmetics door-to-door, training 
millions of women worldwide in sales techniques and then sending them out to 
sell to family, friends, neighbours, work colleagues and strangers. Even though 





Tactical planning 


the original door-to-door approach has been modified because of safety issues, 
the maverick approach still pays off. 

There are three generic strategies: 

• cost leadership, which is about keeping costs low enough to be able to main¬ 
tain high profits even when competition is strong; 

• differentiation, which means distinguishing the firm and its products from all 
competitors; and 

• focus, which is about concentrating on specific segments of the market. 4 

Marketers usually need to concentrate most of their attention on the second two 
strategies, and in particular on differentiation. 

Competitive tactics will depend largely on the company's current product 
portfolio, and on the activities of competitors. The Boston Group matrix (see 
Chapter 6) will help in making strategic decisions about which products to keep 
and which to discard, but the tactical problem still remains of attacking the 
appropriate markets. 

The tactical possibilities in a marketing campaign are huge in number. Most of 
the tactics of marketing involve creativity on the part of practitioners, so it is vir¬ 
tually impossible to lay down any hard and fast rules about approaching 
different marketing problems. However, the following might prove to be useful 
guidelines: 

• Try to do something that the competition has not thought of yet. 

• Always consult everybody who is involved in the day-to-day application of 
the plans. Salespeople in particular do not like to be told what to do by some¬ 
body back at Head Office. 

• Do not expect instant results from anything you do - but monitor the results 
anyway. 

• Ensure that the messages you give the consumers, the middlemen, the suppliers 
and all your other publics are consistent. 

• Be prepared for a response from your competitors - try to anticipate what it 
might be when you are formulating your plans. 

• Communications tools cannot be used to achieve marketing objectives; they 
can only achieve communications objectives. Marketing objectives may well 
follow on from this, but this is not a good way to judge a communications 
medium. 

Cost-effectiveness will always be an issue in promotional campaigns, and it is 
for this reason that there has been a growth in direct marketing worldwide (see 
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Chapter 12). The accurate targeting of market segments made possible by com¬ 
puter technology has enabled marketers to refine the approach, and hence 
increase the response rate. Marketers now talk in terms of response rates from 
promotions, not in terms of contact numbers. 

When considering tactical options it is useful to remember that marketers talk 
about mixes: the marketing mix, the promotional mix and so forth. This implies 
that each area of marketing impinges on every other area, and that decisions 
about (say) advertising tactics cannot be taken independently of decisions about 
pricing. 

Having determined the details of what is to be done, the programme can be 
implemented. Sometimes the marketing managers will meet with resistance from 
colleagues from other disciplines (see Chapter 1), and sometimes the plan will 
need to be revised in the light of experience and later events. There will therefore 
need to be a degree of flexibility in the plan. 


ORGANISATIONAL ALTERNATIVES 


In general there are five broad ways to organise marketing tasks, as shown in 
Table 10.5. 

An extension of the matrix organisation structure is the organismic structure. 
Unlike the traditional mechanistic or bureaucratic pyramid, there is no clear 
'boss'. Each individual contributes expertise (and effort) towards achieving the 
corporate objectives. The leader for each task is determined by the project being 
tackled at the time. This type of structure is typical of small consultancy firms 
who may be dealing with a wide range of disparate tasks, but can be found in 
larger organisations or departments of larger organisations. The main advantage 
of the organismic structure is that it is extremely flexible, which makes it a more 
appropriate structure for dealing with changing environments. On the other 
hand, there is some evidence that organismic structures may not be effective in 
relationship marketing, because of the difficulties inherent in maintaining rela¬ 
tionships when people change roles frequently. 5 

In smaller firms there may be no specific marketing department, and of course 
in some firms marketing is not very high on the agenda because the firm has little 
control over the variables of the marketing mix. Such firms may have a marketing 
department, but it may be concerned only with running the occasional advertise¬ 
ment and organising trade fairs. 


PROMOTIONAL STRATEGIES 


Formulating a promotional strategy is concerned with deciding overall aims and 
objectives. The aims of the promotion strategy can be selected from the following: 


Promotional strategies 


TABLE 10.5 


Organisational alternatives 


Alternative 

Description 

Functional organisation 

Each marketing activity has a specialist in charge of it. This structure would have 
an advertising manager, a iroduct development manager, a market research 
manager and so forth. 

Product organisation 

Each manager is responsible for all the marketing decisions concerning a 
particular product. The firm may also employ specialists to advise and assist, but 
each product manager would have overall responsibility. 

Regional organisation 

This approach is usually used in international markets, but can also be used 
elsewhere. The regional managers are each responsible for all the marketing 
activities within their own geographical region. 

Segmental organisation 

Here each manager is responsible for a given market segment. For example, a 
glass manufacturer might have one manager in charge of marketing to the 
automotive industry, another for marketing to the building trade, another 
marketing to the bottling industry, and so forth. Each manager would thus be able 
to develop specialist knowledge of the customers' needs. 

Matrix 

Here there is joint decision-making between the specialist market researchers, 
sales managers, etc. and the product managers. No one manager is in overall 
control, and decisions are made by balancing each person's role and demands. 

This method is surprisingly effective in decision-making, since it pools the 
available expertise. 


• Category need is the aim of persuading consumers that the product will meet a 
need. This can be difficult when the product is first introduced, particularly if it 
is a novel product. 

• Brand awareness is the process of fixing the brand and its characteristics in the 
consumer's mind. The brand must be made to stand out from the competition, 
and must be positioned accordingly. 

• Brand attitude leads on from brand awareness. Here the marketer is trying to 
build a favourable attitude in the consumer's mind; merely being familiar with 
the brand is only part of the story. (See Chapter 3 for an overview of attitude.) 

• Brand purchase intention is a positive conation on the part of the consumer. Here 
the marketer is suggesting that the consumer should 'get some today!' 

• Purchase facilitation is the part of promotion geared to ensuring that the product 
is readily available, and the consumer knows where to go to get it. 
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The above five aims have been presented in sequence, but there is not always a 
necessity for a promotion strategy to follow exactly along this order. Sometimes 
the earlier stages will already have been covered by other earlier marketers. For 
example, when Radion washing-powder was launched in the United Kingdom 
the promotion strategy omitted the first stage and went straight to brand aware¬ 
ness. This was achieved by using Day-Glo billboard advertisements with the 
brand name in 1 metre high letters. Flaving established the brand name, the com¬ 
pany could then go on to develop positive brand attitudes, but there was little 
need to tell the consumers where to buy the product, since they would naturally 
expect to buy washing powder in a supermarket. 

Regarding the distribution channels, marketers need to decide whether to 
adopt a push strategy or a pull strategy, or rather to decide what the balance will 
be between the two. 

Push strategies 

Push strategies involve promoting the product only to the next link down the dis¬ 
tribution channel: this means selling hard to the wholesalers, and letting the 
wholesalers in their turn sell hard to the retailers, who then push the product out 
to the consumers. This method has the advantage of being cheap and relatively 
straightforward, and could be justified on the grounds that each member of the 
distribution chain is most familiar with the ways of marketing to the next 
member down the chain. On the other hand, it really cannot be said to be con¬ 
sumer-orientated. 

Pull strategies 

Pull strategies involve focusing effort on the consumer, on the basis that an 
increase in consumer demand for the product will pull it through the distribution 
chain. 

A push strategy emphasises personal selling and advertising aimed at the 
members of the distribution channel. A pull strategy is aimed at the final con¬ 
sumers and emphasises consumer advertising and strong merchandising. Most 
launch strategies would involve elements of both push and pull. For example, 
retailers tend to be positive about TV advertising and will stock a product if they 
know there is to be a TV campaign aimed at consumers. The retailers believe that 
the campaign will stimulate demand for the product, thus generating sales; it is 
equally possible that the act of displaying the product prominently is what gener¬ 
ates the sales, however. 

If the distribution channels are properly managed and are co-operating well (see 
Chapter 8), a pull strategy is indicated; in other words, greater effort can be devoted 
to stimulating consumer demand, since the other channel members are likely to co¬ 
operate anyway. If the channel is uncoordinated or is dominated by the wholesalers 
or retailers, a push strategy is more likely to work, since the channel members will 
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need to be convinced to carry the product line. Again, there will always be elements 
of both push and pull in any promotional strategy, because channel members and 
consumers both need to move up the hierarchy of communications effects. 

From a tactical viewpoint, the promotional mix should be carefully monitored 
so as to ensure that the right things happen at the right times. 


SETTING THE BUDGET 


Having decided the overall plan for the marketing campaign, the marketer needs 
to decide what the organisation can afford. As explained in Chapter 9, the level of 
noise from advertising clutter means that companies must spend a certain mini¬ 
mum amount to be heard at all, so clearly there will be a level below which there 
is no point in spending any money at all. Table 10.6 illustrates some methods for 
setting budgets. 

In the real world, marketers will adopt a combination strategy, using several of 
the above methods. Even an objective and task approach might begin by looking 
at what the competition is spending (comparative parity approach), if only to 
determine what the likely spend would have to be to overcome clutter. Likewise, 
a marketer may be part-way through a campaign and be told by the finance 
department that no more money is available (or perhaps be told that more than 
anticipated is available) and will switch to an all-you-can-afford policy. 


MONITORING AND EVALUATING MARKETING PERFORMANCE 


Once the plan has been implemented managers need to make sure it works in 
practice. Feedback is essential for monitoring performance, and (in an ideal 
world) no marketing activity would be undertaken without having a monitoring 
and evaluation system in place beforehand. 

There are two basic groups of approaches for performance analysis: 

• sales analysis, which looks at the income generated by the firm's activities; and 

• marketing cost analysis, which looks at the costs of generating the income. 

Table 10.7 illustrates some sales analysis measures. 
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TABLE 10.6 


Promotional budgeting methods 


Method 

Explanation 

Advantages 

Disadvantages 

Objective and task 
method 

Identify the objective 
to be achieved, then 
determine the costs 
and effort required to 
achieve those 
objectives. 

Has a logical basis, 
and if carried out 
correctly will achieve 
the firm's strategic 
goals. 

Difficult to calculate the 
necessary spend to 
achieve the objective. 
Time-consuming and 
expensive in terms of 
market research. 

Percentage of sales 
method 

The planner simply 
allows a fixed 
percentage of the 
company's sales to 
be used for 
marketing. This 
promotional budget 
increases as sales go 
up, and decreases 
as sales go down. 

A very common method 
of budgeting. 

Simple to calculate; 
also ensures that, if 
sales drop off, costs 
also drop. 

Is based on the false 
premise that sales cause 
promotion, rather than 
promotion causing 
sales. Logically, if sales 
fall, marketing expenditure 
should be increased to 
bring the customers back in. 

Comparative parity 
method 

The marketer matches 
expenditure to that of 
the competitors. Thus 
the firm does not lose 
ground if a competing 
firm increases its budget. 

Ensures that the firm 
remains on a par with 
the competitors, and 
does not waste 
expenditure. 

Takes no account of 
changes in the market, or 
opportunities that might 
arise; is not 

customer-orientated, in 
other words. 

Marginal approach 

Marketer spends only 
up to the point where 
any further spending 
would not generate 
enough extra business 
to justify the outlay. 

This method would 
maximise profits since 
no excess spending 
would result. 

Extremely difficult to 
calculate, given the 
changing nature of 
markets. 

All-you-can-afford 

method 

The marketer spends 
whatever money can be 
spared from other 
activities. Often used 
by small businesses 
when starting out. 

Company cannot 
become over-committed 
or run into trouble 
by relying on sales 
that do not, in the end, 
materialise. 

Again, bears no 
relationship to the state of 
the marketplace. Also 
relies on the marketer 
being able to persuade 
other departments within 
the firm to give up 
expenditure on their own 
pet projects. 
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TABLE 10.7 


Methods of sales analysis 


Analysis method 

Explanation 

Comparison with 
forecast sales 

The firm compares the actual sales achieved against what was forecast for the 
period. 

Comparison with 
competitor's sales 

Provided the information is available, the firm can estimate the extent to which 
marketing activities have made inroads into the competitor's business. The 
problem here is proving that the difference has been caused by the high quality of 
the firm's marketing activities, rather than by the ineptness of the competitor. 

Comparison with 
industry sales 

Examination of the firm's performance in terms of market share. This is 
commonly used in industries where a relatively small number of firms control the 
market: for example, the car industry. 

Cash volume sales 
analysis 

Comparison of sales in terms of cash generated. This has the advantage that 
currency is common to both sales and costs; it has the disadvantage that price 
rises may cause the company to think it has done better than it has. 

Unit sales analysis 

Comparison of sales in terms of the number of units sold, or sometimes the 
number of sales transactions. This is a useful measure of salesforce activities, but 
should not be taken in isolation; sometimes the figures can be distorted by 
increased sales of cheaper models. 

Sales by geographic 
unit 

Sales are broken down regionally so that the firm can tell whether one or two 
regions are accounting for most of the sales, and whether some less-productive 
regions are not worth what they cost to service. 

Sales by product group 
or brand 

This is particularly important forjudging the product portfolio [see the BCG matrix 
in Chapter 6). This serves two purposes: it is possible to identify products that 
should be dropped from the range, and it is also possible to identify products that 
are moving into the decline phase of the product life cycle and should therefore 
be revived. 

Sales by type of 
customer 

Can reveal, for example, that most effort is being expended on a group of 
customers who make relatively few purchases. May reveal that the firm's 
customers tend to be ageing, and may therefore be a declining group in years 
to come. 


Considerable amounts of information will be needed if the firm is to make 
effective use of sales analysis to monitor activities. This may involve the firm in 
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substantial market research expenditure, since market research is the cornerstone 
of monitoring and evaluation (see Chapter 5). 

Evaluating customers is a particularly important exercise in a relationship mar¬ 
keting scenario. Estimating customer equity (the value of the customers) can be 
complex: it is a combination of deciding on the profitability of the customer (i.e. a 
comparison between cost of serving the customer and revenue which will result), 
lifetime value of the customer (how long the relationship is likely to last, coupled 
with frequency and quantity of purchase), and likely loyalty of the customer (if 
the customer is likely to defect to a competitor the customer's value will be low). 
Once calculated, however, customer equity can be used to focus marketing efforts 
on the most valuable customers. 6 

The other part of the picture is to examine the cost of achieving the goals which 
have been specified. Marketing cost analysis is a set of techniques for breaking 
down the costs of the firm's activities and associating them with specific market¬ 
ing objectives. Costs can be broken down (broadly) into: 

• direct costs such as salespersons' salaries which can be directly attributable to 
a given activity; 

• traceable common costs such as costs of advertising that can be traced back to 
specific products; and 

• non-traceable common costs such as the cost of PR or corporate advertising 
that cannot be allocated to any particular product range or brand. 

The main problem with marketing cost analysis lies in organising the firm's 
accounting systems in such a way as to permit analysis. For example, payroll 
records may not be easily broken down by job function: it may be difficult to sort 
out which of the administration staff spend most of their time on marketing- 
related tasks, or even to find out what the pay bill is for the salesforce. Likewise, 
defining which jobs constitute marketing jobs and which do not also presents 
problems. Clearly the cost of servicing customers in remote areas is a marketing 
cost - so should the transportation costs be taken into account as well as the sales¬ 
force mileage costs? Also, if a given product is not performing well, should we be 
looking at the costs of production? 

For the dyed-in-the-wool customer-orientated firm these answers are obvious, 
since all the activities of the firm are regarded as marketing activities. In other 
firms, not all managers agree with the basic premises on which marketing is 
based. At the very least, many people find it difficult to translate the theory into 
practice and to gear the organisation's activities towards a consumer orientation, 
as seen in Chapter 1. 


Case study 10: Legoland 


FEEDBACK SYSTEMS 


When a discrepancy appears between the expected performance and the actual 
performance, the marketing manager will need to take action. This will usually 
take the following sequence: 

1 Determine the reason for the discrepancy. Was the original plan reasonable? Have 
the firm's competitors seized the initiative in some way, so that the situation 
has changed? Is someone at fault? 

2 Feed these findings back to the staff concerned. This can be in the form of a meeting 
to discuss the situation, or in the form of memos and reports. 

3 Develop a plan for correcting the situation. This will probably involve the co¬ 
operation of all the staff concerned. 

Feedback should be both frequent and concise, and any criticisms should be 
constructive; managers should never (for example) go to a sales meeting and 
offer only criticisms since this sends the salesforce out with negative feelings 
about themselves and the company. 

Marketing strategy and planning is much like any other planning exercise: it 
relies on good information, a clear idea of where the organisation is going, and 
regular examination of both outcomes and methods to ensure that the plan is still 
on target. 


CASE STUDY 10: LEGOLAND 

Fifty years ago the children's toy market was invaded by a little plastic brick 
with eight studs on it. The studs enabled the bricks to stick together, and soon 
millions of children were playing with Lego - the old wooden building bricks that 
children had played with for centuries were doomed to remain at the bottom of the 
toy cupboard. 

Lego has moved on from strength to strength - the Legoland theme park in 
Denmark was followed by another one in the UK, at Windsor, to the west of 
London. Lego's brand was extending beyond its core business - and the man in 
charge of licensing the Lego brand, Karl Kalcher, had even bigger ideas in store. 

In 1999 Kalcher opened the first Lego store in Britain, at the Bluewater shopping 
complex in Kent, not far from the Channel Tunnel. Kalcher is a champion of innova¬ 
tive thinking in marketing, something which has led to his becoming a Fellow of the 
UK's Chartered Institute of Marketing. He is famous for saying 'There's no such 
thing as children. It doesn't mean anything.' 

This statement sounds a little odd from a man whose company targets the 0-16 
age group, but in fact what he says makes perfect sense: there is a vast difference 
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between a 3-year-old and a 12-year-old, and even between a 3-year-old and a 
5-year-old. Kalcher says that there are only consumers - each with a separate per¬ 
sonality and separate needs. 

Lego Licensing licenses watches, clothing, the Lego Island CD-ROM, and of 
course the Legoland theme parks. The Lego group plans to become the leading 
brand amongst families and children, which means doing a lot more than mould¬ 
ing eight-stud plastic bricks. The Lego store is set to help in this bold ambition. 
The store is designed to be as user-friendly as possible for its diminutive cus¬ 
tomers - the store adheres to the 'Lego values', and these were referred to 
throughout the design and construction of the store. Beginning with the store 
front, Lego decided that the company's heritage lay in design and construction - 
so the store front is designed around the colours and proportions of the Lego 
bricks. Lego is a toy, so the interior of the store is a high-touch environment - 
customers are actively encouraged to touch things and play with things, but since 
Lego is also an educational toy, much of what happens in the store is also educa¬ 
tional. For example, there is a 'rocket-race' game in which children have to 
memorise a number in order to make the rocket fly. Many of the displays are at 
children's eye level, so that children can use the store without adult intervention 
(until it comes time to pay, of course). 

Finally, the Lego store has impressive giant Lego models in the window 
area, which, according to Lego's retail boss Paul Denham, creates the 'wow' 
factor. Kalcher believes that, in creating the store, he is setting a standard of 
innovation that retailers alone would be unable to aspire to. He believes that it is 
up to the brand owners to invest time and trouble in extending the brand into 
new areas such as retailing: traditional retailers are, in effect, unable to achieve 
these standards. 

Not unnaturally, retailers in the area objected strongly to the establishment of 
the Lego store. As long-term Lego stockists, they felt that their loyalty had been 
betrayed, and they feared that Lego would also undercut them on price. In fact, 
these fears proved groundless. Kalcher explains why: 'The Lego store is essentially 
about creating a superior standard for our brand, in the eyes of the consumer. This 
will promote the esteem of our products for all retail customers.' Kalcher could be 
confident in making this statement - sales were actually boosted in retailers near 
Lego's Minneapolis store, and near Legoland Windsor. And as regards price cut¬ 
ting, the Lego stores are stand-alone franchised outlets - they operate under the 
same constraints as any other retailer, so they have to show a profit, which means 
no price-cutting. 

Lego has come a long way in 50 years, but they have a reputation for quality and 
for getting it right - so much so that, even before there was any hint of Lego open¬ 
ing a store at Bluewater, the developers had used Legoland Windsor as a 
benchmark for designing the entire shopping centre. Lego now have 80% of the 
world's construction toy market, and expect to build even further successes around 
the other elements of the brand. 


Summary 


Questions 

1 What is Lego doing that most of its competitors are not doing? 

2 Which of Porter's three generic strategies is Lego pursuing? 

3 What distribution channel strategy is Lego pursuing? 

4 What growth strategy is available for Lego? 

5 How might Lego evaluate its customers? 



SUMMARY 


This chapter has been about the ways in which marketers assemble the elements 
of marketing into a coherent whole. 

Planning is not necessarily a tidy process; there will be many iterations of the 
plan, and much discussion. The difficulties of foretelling the future, and of antici¬ 
pating competitor response, will always militate against a perfect planning 
scheme, yet the evidence is that companies that plan effectively tend to be more 
successful than those that do not: if we don't know where we are going, then any 
road will do to take us there. 

Here are the key points from the chapter: 

• Marketing is harder than not marketing, but it works better. 

• The marketing audit will tell us where we are now; we need to know this to 
plan our route to where we want to be. 

• Objectives are the route map to where we are going as a company. 

• When considering tactics, be creative. Success in marketing lies in doing 
something the competitors are not doing. 

• Feedback is essential if the plan is to remain on course. 

• Plans need to be sufficiently flexible to allow for the unexpected. 
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CHAPTER QUESTIONS 


1 What is the difference between strategy and tactics? 

2 Who should be consulted when setting objectives? 

3 Describe three main methods of sales analysis. 

4 What is the purpose of integrating marketing tactics? 

5 What organisational structures might a multinational computer manufacturer 
(e.g. IBM) use? 



MULTI-CHOICE QUESTIONS 


1 Taking control of suppliers is an example of: 

(A) Backward integration. 

(B) Forward integration. 

(C) Florizontal integration. 

2 Introducing new products to existing markets is an example of: 

(A) Concentric diversification. 

(B) Florizontal diversification. 

(C) Conglomerate diversification 

3 What is the marketing audit? 

(A) An examination of the costs and expenditures involved in marketing. 

(B) A 'snapshot' of the firm's current marketing activities. 

(C) A check on the cost-effectiveness of the firm's marketing expenditure. 

4 The objective and task method of budgeting involves: 

(A) Finding out what the competitors' objectives are and deciding what 
tasks they will be carrying out. 

(B) Determining our own objectives and deciding what tasks we need to 
carry out. 

(C) Determining what the consumer's objectives are, and deciding what 
tasks we need to carry out to meet those objectives. 

5 A strategy that focuses on keeping costs low is called: 

(A) A focus strategy. 

(B) A cost leadership strategy. 

(C) A differentiated strategy. 



Further reading 


6 An organisation structure where managers take responsibility for groups of 
customers is called a: 

(A) Product structure. 

(B) Segmental structure. 

(C) Matrix structure. 

7 A pull strategy focuses on: 

(A) Promoting heavily to members of the distribution chain. 

(B) Promoting heavily to retailers only. 

(C) Promoting heavily to final consumers. 

8 Salespersons' salaries are an example of: 

(A) Non-traceable common costs. 

(B) Direct costs. 

(C) Traceable common costs. 

9 Persuading customers that a brand will meet a need is called: 

(A) Brand awareness promotion. 

(B) Category need promotion. 

(C) Brand purchase intention promotion. 

10 An organisation structure in which leadership changes according to task is 
called: 

(A) A bureaucratic structure. 

(B) A mechanistic structure. 

(C) An organismic structure. 


FURTHER READING 


A somewhat elderly, but very readable, text on competition and competitive strategy is 
Michael Porter's Competitive Advantage (New York, The Free Press, 1985). 

Marketing Management, Analysis, Planning and Control, 10th edn, by Philip Kotler (Upper 
Saddle River, NJ, Prentice Hall, 1999). The original American marketing guru, Kotler still 
provides a strong framework for management decision-making. 

Marketing Plans by Malcolm McDonald (Oxford, Heinemann, 1989) gives a practically 
orientated approach to planning. 

Exploring Corporate Strategy by Gerry Johnson and Kevan Scholes, 5th edn (Harlow, 
Prentice Hall Europe, 1999) gives a readable overview of corporate planning. 
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GLOSSARY 


Backward integration Taking control of suppliers. 

Concentric diversification Developing new products for new markets, but with 
production synergies with the present range. 

Conglomerate diversification The introduction of new products unrelated to the 
firm's existing technology. 

Corporate objectives The ultimate goals that the corporate management hope 
to achieve. 

Cost leadership The maintenance of a competitive edge by means of keeping 
costs low. 

Differentiation Distinguishing the firm and its products from all competitors. 

Direct costs Expenses attributable solely to a particular product. 

Focus The degree to which the firm is concentrating on a specific segment or 
segments of the market. 

Forward integration Taking control of customers. 

Functional organisation Organising the marketing responsibilities according to 
the function of the staff concerned. 

Horizontal diversification Introducing new products (unrelated to the current 
range) to existing markets. 

Horizontal integration Taking control of competitors. 

Market development Increasing sales of current products in new markets. 

Marketing audit A systematic assessment of the organisation's current marketing 
activities in order to inform the planning process. 

Marketing cost analysis Examination of the costs of getting business in. 

Mechanistic (bureaucratic) organisation An organisation in which leadership is 
chosen according to qualifications and experience, regardless of the current tasks 
facing the organisation. 

Non-traceable common costs Expenses incurred across a range of products that 
cannot be allocated to any specific product. 

Organismic organisation An organisation where the leadership devolves to 
the individual with the most appropriate expertise for the task facing the 
organisation. 


References 


Product development Improving the present products or adding new products 
to current markets. 

Regional organisation Giving responsibility for all marketing tasks to the 
regional management. 

Sales analysis Examination of the sources of income the company has. 

Segmental organisation Giving responsibility for marketing tasks to individuals 
who deal with specific segments of the market. 

Strategy The overall direction in which the organisation is heading. 

Tactics The methods by which an organisation achieves its strategic objectives. 

Traceable common costs Expenses that are incurred across a range of products, 
but that can be allocated to specific products. 
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I Objectives 

After reading this chapter you should be able to: 

explain the advantages of marketing internationally; 

describe ways of internationalising the firm's activities; 

develop strategic plans in an international context; 

describe the main barriers to doing business across national borders; 

explain some of the issues surrounding the globalisation of business. 


World trade initiatives 


INTRODUCTION 


As business becomes increasingly global, marketers find themselves more and 
more in the position of doing business across cultural divides, and across national 
boundaries. International marketing differs from domestic marketing in the fol¬ 
lowing ways: 

• Cultural differences mean that communications tools will need to be adapted, 
and sometimes changed radically 

• Market segmentation issues are likely to be more geographically based. 

• Remoteness of the markets makes monitoring and control more difficult. 

• Both physical distribution (logistics) and place decisions will be affected by 
infrastructure differences in some overseas markets. 

International marketing is important because of the economic theory of compara¬ 
tive advantage. This theory states that each country has natural advantages over 
others in the production of certain goods, and therefore specialisation and the 
trading of surpluses will benefit everybody. For example, although it is possible 
to grow tomatoes under glass in the Netherlands, they can be grown more easily 
and cheaply in Spain, so it makes economic sense for the Dutch to buy Spanish 
tomatoes and sell Spain chemical products that are produced more readily in the 
Netherlands. 

Comparative advantage does not explain all of the thrust behind internationalisa¬ 
tion; Japanese, US and UK multinationals have all made major impacts in overseas 
markets without having an apparent natural advantage over their overseas competi¬ 
tors. In some cases this can be explained by economies of scale; in others by the 
development of expertise within the firms; in others the reasons are historical. 


WORLD TRADE INITIATIVES 


Marketing to an international audience will usually bring economies of scale in 
manufacture, research and development, and marketing costs. Most governments 
encourage firms to market internationally because it brings in foreign exchange, 
which enables the country to buy in essential imports (for example aluminium 
ore, or oil), which are needed to support the national economy. 

The downside of world trade is that it sometimes results in the export of cul¬ 
tural values as well as goods and services, so that traditional cultures become 
eroded. Evidence exists to show that Latin America and Africa have lost ground 
in terms of share of world markets owing to internationalisation. 1 Sometimes also 
firms have over-reached themselves and diseconomies of scale have resulted. 
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TABLE 11.1 


World trade initiatives 


Name 

Description 

World Trade 

Organisation 

An ongoing set of international negotiations to reduce customs duties which act 
as a barrier to trade. Approximately 116 nations are involved in the talks, which 
were initiated after the Second World War under the title The General Agreement 
on Tariffs and Trade. Tariffs among industrialised nations fell from an average 

40% in 1947 to approximately 5% at present. 

European Union 

This is a trading group of 25 countries that have virtually eliminated customs 
duties between the member states. This has caused some complications, and will 
continue to do so for some time, but border controls are minimal (and in some 
cases non-existent). Eventually the EU is likely to become a federal superstate as 
more of the economic decision-making is centralised. 

North American Free 
Trade Agreement 
(NAFTA) 

Creating a customs union between the USA, Canada and Mexico, this agreement 
seeks to cancel all tariffs [customs duties) between the member states by 2010. 

Mercosur 

A customs union between the nations of South America, this has already resulted 
in passportless travel throughout the continent (citizens need only carry identity 
cards) and in removal of tariff barriers on most items. 

Cairns Agreement (IMF) 

This is an agreement on world agricultural production and prices; compliance 
with it has been patchy, but the signatories to the Agreement continue to 
negotiate. 

Association of 
South-East Asian 

Nations (ASEAN) 

A six-member group that has agreed to establish a free trade area in South-East 

Asia in the early part of the 21st century. 

International Monetary 
Fund (IMF) 

The IMF acts as a stabilising influence on the world economy by injecting funds 
into national economies, on a loan basis, subject to special conditions regarding 
government economic policies. The IMF exists to turn round ailing economies. 

The World Bank 

The World Bank exists to fund projects which reduce poverty in the Third World. It 
is owned and funded by major economies: the United States has the biggest 
share, then Japan, then Germany, then the UK, then France. 


In general, though, the accepted view is that world trade results in greater 
wealth and higher standards of living for most of the world's population; trade is 





Reasons for internationalising 


therefore regarded as beneficial in terms of its economic benefits, and govern¬ 
ments worldwide try to encourage it, within the limits of getting the best deal for 
their own countries. Table 11.1 shows some of the major initiatives undertaken in 
recent years to encourage world trade. 

The thrust behind much government thinking worldwide is to reduce tariffs 
and increase trade, while at the same time establishing trading blocs which can 
stand up to each other. The dominance of the United States of America has clari¬ 
fied the thinking of smaller countries, and there is little doubt that the European 
Union, Mercosur and the Asia-Pacific Economic Forum will make significant con¬ 
tributions to world competition. 

Most governments are in favour of exporting their own manufacturers' goods 
but would prefer to restrict importing if possible: this is to protect the balance of 
payments. Having more foreign currency coming in than is going out (a positive 
balance of payments) allows the government to keep interest rates down and also 
helps keep inflation down (a fuller explanation of the mechanisms by which this 
happens is beyond the scope of this book; further reading is given at the end of 
the chapter). This means that negotiations about reducing tariff barriers tend to 
be long-drawn-out as each government seeks to open up markets abroad while 
keeping out foreign competition. 

Developing countries frequently impose tariff barriers on importers in order 
to protect their fledgling industries; unfortunately, this often results in these 
industries becoming inefficient since they do not need to compete with more 
efficient overseas manufacturers. 1 For example, Venezuela adopted an import 
substitution strategy in 1983 which included multiple exchange rates: an official 
rate, a rate for debt payment, a rate for essential exports, and a free market rate. 
Importers had to wait several months for foreign currency, only obtaining the 
balance after the goods had arrived. This was hardly efficient, nor did it help 
business confidence, but it did protect Venezuelan manufacturers. Unfortunately 
the failure of Latin American and African countries to agree to reduce tariffs 
with other countries meant that their exports became priced out of the market; 
while other countries developed effective international trading systems, the 
Third World was left behind. 1 

Governments also influence or control exchange rates; this means that 
exporters lose some control over prices, as the government controls the rate at 
which one currency is exchanged for another. Having a low-value currency will 
encourage exports in the short run, but also raises the price of imports; this can 
result in increased costs, which raise the prices anyway. Having a strong currency, 
on the other hand, may make exporting difficult and will probably suck in 
imports as the imported goods become cheaper than home-produced ones. 


REASONS FOR INTERNATIONALISING 

Although governments encourage firms to internationalise (and in particular to 
export), this is not in itself enough reason to seek markets overseas. Table 11.2 
shows some of the other reasons firms have for becoming international. 
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TABLE 11.2 


Rationale for international marketing 


Reason 

Explanation 

Small or saturated 
domestic markets 

If the firm cannot expand any further in its domestic market, further growth can 
occur only by internationalising. In fact, most firms would go international long 
before the domestic market is saturated, if only because it would be easier to 
enter the overseas markets than to extract the last possible sale from the 
domestic market. Notably, the USA trades relatively little of its production; the 
home market is large enough that most firms do not need to consider exporting. 

Economies of scale 

For many industries, notably the electronics industry and the chemical industry, 
the cost of initiating a new product is so huge that it needs to be spread across a 
very large production run. Automation of production lines is making this more of 
an issue for more and more firms; recouping the capital cost of automation almost 
forces the firm into world markets. 

International 

production 

The capacity to source components and assemble finished products on a global 
scale means that the firm can take advantage of the most competitive prices 
worldwide. Shipping costs are relatively low compared with the savings made. 

Customer relationships 

Manufacturers who supply multinational firms must themselves be able to deliver 
worldwide and price in any currency in order to supply assembly plants in different 
countries. 

Market diversification 

The broader the range of markets served, the less likely that the firm will suffer if 
one market fails. For example, recessions do not happen in all countries at the 
same time; a truly multinational company will be able to make up losses in one 
market with gains in another. 

International 

competitiveness 

No firm is immune from competitors coming in from outside. If a firm is to remain 
viable in the long run, it may be forced to meet foreign competition on their own 
ground before having to meet them in the domestic market. 


(Source: Adapted from Brassington, F. and Pettitt, S., 1997, Principles of Marketing, Pearson Education Limited © 1997. 2 ) 


A further reason for internationalising is that the product life cycle will vary 
from one country to another. What is a mature product in one country may be at 
the introduction stage in another, so that the firm gains all the advantages of intro¬ 
ducing new products to the market without the costs of research and development 
that would result from developing new products for the domestic market. 

When dealing with foreign markets marketers will meet barriers that would not 
be present in domestic markets. In addition, of course, marketers will sometimes 
find advantages that would not be present in the domestic market. 






Reasons for internationalising 


Culture 

Cultural differences encompass religion, language, institutions, beliefs and behav¬ 
iours that are shared by the members of a society. It is as well for marketers to 
take the advice of natives of the countries in which they hope to do business, 
since other people's cultural differences are not always obvious. 

Classic examples of errors arising from language differences abound. The 
General Motors Nova brand name translates as 'no go' in Spanish; Gerber means 
'to throw up' in colloquial French, creating problems for the baby food manufac¬ 
turer of the same name; and Irish Mist liqueur had to be re-named for the 
German market since 'mist' means 'excrement' in German. Many cultural prob¬ 
lems are more subtle, and have to do with the way things are said rather than the 
actual words used. In Japanese, 'yes' can mean 'yes, I understand' but not neces¬ 
sarily 'yes, I agree'. Portuguese has a total of seven different words for 'you', 
depending on the status and number of people being addressed. 

Body language is also not universal. The American sign for 'OK', with the 
thumb and forefinger making a circle, is a rude gesture in Brazil (equivalent to 
sticking up the index and middle finger in Britain, or the extended middle finger 
in the US and most of Europe). Showing the soles of the feet is considered insult¬ 
ing in Thailand, and while Americans are usually very happy to hear about an 
individual's personal wealth and success, Australians are less likely to take 
kindly to somebody acting like a 'tall poppy' in this way. 

Sometimes local superstitions affect buying behaviour. American high-rise 
hotels do not have a thirteenth floor - the floor numbers go directly from twelve 
to fourteen. In China, consumers do not like to buy products where the price ends 
in a four, because four is a number associated with death: Chinese people prefer 
to buy products whose prices end in eight, which is considered lucky, and associ¬ 
ated with financial prosperity. 3 

In services markets, cultural differences are often more apparent because of the 
'people' element. For example, in fast food outlets the quality of the food affects 
buying intentions in Australia, China, Germany, Morocco and the United States, but 
not in the Netherlands and Sweden, where the surroundings are more important. 4 

In general marketers need to be wary of ethnocentrism, which is the tendency 
to believe that one's own culture is the 'right' one and that everybody else's is at 
best a poor imitation. 5 This is not an easy task for managers: most managers tend 
to underestimate the differences between the overseas market and the home 
market. 6 This can be due to the fact that we tend to judge other cultures from the 
perspective of our own culture - this is called self-referencing, and is clearly diffi¬ 
cult to avoid. 

It can be easier to aim for countries where there is some psychological proxim¬ 
ity. These are countries with some cultural aspects in common. For example, 
English-speaking countries have psychological proximity with each other; Spain 
has psychological proximity with most of Latin America; and the former 
Communist countries of Eastern European are close. Within countries with large 


m Chapter 11 • International marketing 


migrant populations there may be subcultures that give insights into overseas 
markets: Australia is well placed to take advantage of Far Eastern markets and 
Greek markets as well as other English-speaking markets, and Brazil has good 
links with Germany as well as with Portugal, Angola and Mozambique. In an 
interesting reversal, Ireland also has good contacts in many countries owing to 
the Irish diaspora of the past 200 years. 

In most West African countries tribal loyalties cross national borders, so that 
people from the same tribe might inhabit different countries. In a sense, this is 
paralleled in the Basque country of France and Spain, and in the language divide 
in Belgium, where Flemish speakers feel closer to their Dutch neighbours than to 
their Walloon compatriots, and Walloons feel closer to the French than to their 
Flemish neighbours. 

From a marketer's viewpoint, cultural differences are probably reducing as 
consumers become more globally minded: foreign travel, the widespread globali¬ 
sation of the entertainment media, and existing availability of foreign products in 
most economies have all served to erode the world's cultural differences. 7 
Increasingly, marketers are able to identify distinct subcultures that transcend 
national boundaries, for example the world youth culture fuelled by media such 
as MTV. 8 


TABLE 11.3 


Political factors in international marketing 


Political factor 

Explanation and implications 

Level of protectionism 

Some governments need to protect their own industries from foreign competition, 
either because the country is trying to industrialise and the fledgling companies 
cannot compete (as in some developing nations], or because lack of investment 
has resulted in a run-down of industry (as in much of Eastern Europe). Sometimes 
this can be overcome by offering inward investment (to create jobs) or by agreeing 
to limit exports to the country until the new industries have caught up. 

Degree of instability 

Some countries are less politically stable than others, and may be subject to 
military takeover or civil war. Usually the exporter's government diplomatic 
service can advise on the level of risk attached to doing business in a particular 
country. 

Relationship between 
the marketer's 
government and the 
foreign government 

Sometimes disputes between governments can result in trade embargoes or 
other restrictions. Obviously this is particularly prevalent in the arms trade, but 
trade restrictions can be applied across the board to unfriendly countries. For 
example, the USA still has a trade ban with Cuba for many items; Greece and 

Turkey have restrictions on travel and trade; and trade restrictions exist between 
Zimbabwe and Britain. 






Barriers to internationalisation 


Political factors 

The political environment of the target country will also affect the entry decision. 
Table 11.3 shows some of the issues. 


Economic influences 

The economic environment of the target country is more than the issue of whether 
the residents can afford to buy our goods. In some cases the level of wealth con¬ 
centration is such that, although the average per capita income of the country is 
low, there is a large number of millionaires: India is an example of this, as is 
Brazil. Economic issues also encompass the public prosperity of the country: is 
there a well-developed road system, for example? Are telecommunications facili¬ 
ties adequate? Is the population sufficiently well educated to be able to use the 
products effectively? 

A crucial economic issue is that of foreign exchange availability. If the target 
country does not have a substantial export market for its own products, it will not 
be able to import foreign products because potential importers will not be able to 
pay for the goods in the appropriate currency. This has been a problem in some 
countries in the Third World and in some Communist countries, and there has as 
a result been a return to barter and countertrading. Countertrading is the export 
of goods on the condition that the firm will import an equal value of other goods 
from the same market, and in the international context can be complex: for exam¬ 
ple, a firm may export mining machinery to China, be paid in coal, and then need 
to sell the coal on the commodities market to obtain cash (a buy-back deal). These 
complex arrangements are becoming much rarer as the world moves towards 
freely exchangeable currencies: barter and countertrade are inherently inefficient. 

The demographic environment includes such factors as family size, degree to 
which the country has a rural as opposed to an urban population, and the migra¬ 
tion patterns that shape the population. Migration patterns can make marked 
changes to the structure of a country's consumption: consumption of Indonesian 
food in the Netherlands, of Thai food in Australia, of Indian food in the United 
Kingdom, and of Algerian food in France are all much greater than can be 
accounted for by the respective ethnic minorities in those countries. 9 Marketers 
have played a part in this culture-swapping process to the extent that segmenta¬ 
tion by ethnicity is no longer possible. 10 


BARRIERS TO INTERNATIONALISATION 


For many small firms, the psychological and organisational barriers to interna¬ 
tionalisation seem too great for the firm to cope with. Governments try to 
overcome these barriers by offering advice and assistance, but not all firms see 
this as applicable to their own situations. 
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TABLE 11.4 


International Internet marketing 


Type of barrier 

Internet solution 

Psychological barriers. Ethnocentric rather 
than geocentric orientation. Short-term 
perspective. Lack of commitment to exporting. 
Exporting seen as 'not for us'; 'too risky'. 

Increase in international awareness, confidence and 
commitment. Enquiries and feedback to WWW site from 
potential global customers. Participation in global network 
communities makes the world seem smaller and less 
daunting. 

Operational barriers. Export documentation 
and management of export operations, 
language problems, delays in receiving 
payment and financial risk. 

Simplified export documentation through electronic data 
transfers. Electronic payments; on-line export assistance. 

Organisational barriers. Limited resources, 
both financial and managerial. Lack of 
knowledge of foreign markets. Lack of 
internationally experienced personnel. 

Lack of education/training in export marketing. 
Problems in finding overseas representatives. 

Access to low-cost export market research resources. 
Improved knowledge of international markets and culture. 
Reduced dependence on agents due to direct marketing. 
Establishment of virtual network of partners. 

Product/market barriers. Products may not 
be suitable for foreign markets. Foreign market 
differences. Problems in identifying suitable 
foreign markets. Tariff and non-tariff barriers. 
Profitability. 

Country/market selection made easier by on-line export 
market research. Consumer/market orientation easier 
through customer/agent feedback. Adoption of global 
niche rather than country-centred strategy. 


Recent research by Hamill and Gregory 11 has indicated that use of the Internet 
can help small firms overcome these problems. Table 11.4 shows the barriers the 
research identified, and the Internet's role in overcoming them. 

Research conducted among UK website owners showed that significant barri¬ 
ers still exist, and these parallel those of traditional international marketing 
techniques. The barriers identified were as follows: 12 

• Psychic distance. The cultural distance between the countries involved. This 
includes lack of ability to speak or understand foreign languages. 

• Practical export problems. These include shipping goods, handling paperwork, 
and lack of experience in dealing with overseas customers. 

• Resource constraints. Lack of finance to offer credit, lack of transportation, etc. 

• Trade restrictions. Some countries impose restrictions on imports, which can 
limit trade. 




Global segmentation 


• Market risk. The credit risks associated with dealing with customers in other 
countries, and difficulties of dealing with foreign exchange. 

Most of these barriers can be overcome relatively easily, and most national gov¬ 
ernments offer help to firms (particularly small firms) in establishing themselves 
in international markets. 

The increasing use of the Internet appears to lend support to the eclectic para¬ 
digm of internationalisation rather than the stages-of-development theory. 
Academic research into the impact of the Internet is still in the embryonic stage, 
and the field is extremely dynamic, so research goes out of date very rapidly. 
There is more on Internet marketing in Chapter 12. 


GLOBAL SEGMENTATION 


Although cultural variance (and differences in consumer behaviour) are still 
major issues for international marketers, 13 transnational segments are still identi¬ 
fiable. The main bases for segmentation are: 

• by country; 

• by individual characteristics (in much the same way as segmentation within 

one's own country). 

Countries can be grouped according to economic development criteria, by cul¬ 
tural variables, or by a combination of factors such as economic, political and 
R&D factors. 14 One of the best-known studies is that of Hofstede, 15 in which 
countries were classified according to power distance (the degree to which power 
is centralised), individualism (the degree to which people act independently of 
others), uncertainty avoidance (the degree to which people are prepared to take 
risks), and masculinity (the degree of male domination). The success rate of coun¬ 
try classification as a practical route to segmentation is doubtful, however; 
variations between individuals within a country are usually much greater than 
those between countries. It should also be remembered that Hofstede's original 
research was carried out in the 1960s, when travel, tourism and migration were 
all at much lower levels. 

Transnational consumer segmentation looks at lifestyles, behaviour and situation- 
specific behaviour. An example of lifestyle segmentation is the transnational 
teenage market; there is also evidence of an 'elite' market. 16 It is usually the 
wealthier members of a society that can travel abroad and become exposed to 
ideas from other cultures. An example of situation-specific segmentation is the 
attitudes to gift-giving, which seem to be common to many cultures. 17 

The main difficulty with seeking transnational consumer segments lies in gen¬ 
erating adequate research within the target countries. 
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TABLE 11.5 


Internationalisation and the 7-P framework 


Element of the 
marketing mix 

Effect in international markets 

Product 

Different cultural, climatic, technical or economic issues will affect product 
design. Modification of product policy ranges from the obvious issue of electricity 
supply to the more subtle cultural differences (e.g. Americans prefer top-loading 
washing machines; Europeans prefer front-loaders]. 

Place 

Distribution systems vary internationally. Germans have a much higher propensity 
to buy by mail order than do Italians; there are relatively few hypermarkets in Italy 
compared with Spain. 

Promotion 

Clearly, promotion issues are deeply affected by cultural differences. This is why 
advertisements shown on foreign TV stations often seem humorous. 

Price 

Pricing is usually done in the currency of the target country. This leads to 
problems with exchange-rate fluctuations, which can be overcome by buying or 
selling currency on the futures markets; most banks can arrange this. 

People 

Employing foreign sales staff, for example, can lead to problems in motivation 
and control. 

Processes 

In Brazil it is normal for patrons of bars and restaurants to pay the cashier for 
meals or drinks, receive a receipt, then order the items from the waiters. In Spain 
it is normal to pay for drinks only when leaving a bar. Processes do not necessarily 
cross national boundaries. 

Physical evidence 

For many years American banks have given free gifts to new depositors; merely 
handing over a cheque book and a deposit book would not be sufficient for a US 
customer. 


Table 11.5 shows how internationalisation affects the 7-Ps. The basic problem 
for companies who seek to internationalise is that nothing can be taken for 
granted in a foreign country. This places a heavy premium on forward planning. 
Overall, a firm's internationalisation strategy decisions will depend on the fol¬ 
lowing factors: 

• The size of the firm in its domestic market. 

• The firm's strengths compared with overseas competitors. 






International market entry strategies 


• Management experience of dealing in other countries. 

• The firm's objectives for long-term growth. 

INTERNATIONAL MARKET ENTRY STRATEGIES 

Having chosen a target country, the marketer is in a position to decide which are 
the market entry tactics appropriate to the case. There are five basic strategies for 
entering foreign markets, as shown in Table 11.6. 

International market entry strategies 


Explanation 


Strategy 

Explanation 

Keep product and 
promotion the same 
worldwide 

The advantage of this is that it minimises entry costs. Coca-Cola often uses this 
approach, using basically the same advertising worldwide but translating any 
voiceovers into the local language. The major drawback of the approach is that it 
takes no account of local customs and attitudes, and tends to lead to a lowest 
common denominator' advertisement which can be understood by everybody and 
offends nobody. 

Adapt promotion only 

The product remains the same, but the promotion is adapted to local cultural 
norms. This is a fairly common approach, since it enables the marketing 
communications to reach the consumers more effectively while at the same time 
avoiding a redesign of the product itself. 

Adapt product only 

This is less common, but has been done by some detergent manufacturers to 
allow for differences in local water supplies and washing machines. Likewise, the 
supposedly 'global' Ford Focus is substantially modified for different markets in 
order to meet local emission standards and road-safety laws. 

Adapt both product 
and promotion 

Sometimes it is necessary to adapt both the product and the promotion, as in the 
case of Cheer washing-powder, a Procter & Gamble product marketed in Japan. 

Cheer was reformulated to allow for the extra fabric softeners the Japanese use, 
and the promotion emphasised that the powder worked well in cold water (since 
most Japanese wash clothes in cold water). 

Invent new products 

If the existing products cannot meet the conditions in the new market, a new 
product must be invented. For example, the clockwork radio was invented for use 
in countries where there is no mains power supply and batteries are difficult to 
obtain. 
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Having decided on an approach to the promotion and product development 

strategies, the firm needs to choose an entry strategy. The stages of development 

model suggests that firms seeking to internationalise go through a series of stages. 

• Exporting implies the smallest commitment to the foreign market. Here the 
manufacturer sells the firm's products to a foreign importer, who then handles 
the marketing of the product. The advantage of this approach is that it involves 
the least cost; the disadvantage is that the exporting firm has little or no control 
over the way the product is marketed or used in the foreign market. This could 
lead to problems later on as the firm's reputation may be adversely affected. 
Export agents bring together buyers and sellers and are paid on commission; 
export houses buy goods for export to foreign countries. Sometimes foreign 
buyers will deal direct with companies, and some major foreign stores (for 
example Sears of the USA) maintain buying offices in foreign capitals. 

• Establishing a sales office in the foreign market might be a next stage. This is an 
increased financial commitment, but also gives more control. Joint ventures 
involve collaborating with a same-nationality firm that is already in the target 
market, or with a foreign firm in its own country. A joint venture could involve 
a piggy-backing arrangement, under which one firm agrees to market the 
other firm's product alongside its own. This works best if the firms have com¬ 
plementary, non-competing products. For example, a cosmetics firm may agree 
to carry a perfumer's products. Licensing agreements allow a foreign manu¬ 
facturer to use the firm's patents: for example, Pilkington licenses foreign glass 
manufacturers to use the float-glass technique. This is useful when the product 
itself is difficult to export owing to fragility or perishability, but it relies on the 
firm having good patents or other protection for its intellectual property. 
Franchising is similar; the franchisee agrees to run the business by a specific 
format. McDonald's hamburger restaurants are an example. 

• Overseas distribution would involve establishing a warehousing and distribu¬ 
tion network in the foreign country. This gives major control over the 
marketing of the product, but still relies on importing from the home country. 

• Overseas manufacture includes warehousing and distribution, but allows the 
firm to shorten the lines of supply and to adapt the product more easily for the 
overseas market. In some cases the manufacturing costs are lower in the for¬ 
eign market, so there will be further economies made. 

• Finally, the firm might become a true multinational marketer. The true multi¬ 
national firm manufactures and markets in those countries that offer the best 
advantages. Although such a company may have originated in a particular 
country, it may well employ far more foreigners than it does its own nationals, 
and will think in global terms rather than national terms. For example. Ford 
manufactures engines in Wales, body parts in Germany and electronics in the 
Far East, and assembles the cars in several different countries. The company's 
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profits are paid out as dividends in dozens of currencies, to thousands of 

shareholders of different nationalities. 

Broadly speaking a firm can decide on a globalisation strategy, by which the 
company's products and attitudes are basically standardised throughout the 
world (examples are Coca-Cola and IBM), or a customisation strategy, where 
the company adapts its thinking and its marketing to each fresh market (exam¬ 
ples are Sony and Nestle). As global barriers to trade break down, more and 
more companies will be taking an international view of their marketing oppor¬ 
tunities, and will be seeking to do business across national borders and cultural 
differences. 

Recent research into standardisation of advertising showed that relatively few 
firms use an entirely standardised approach. 18 Of 38 multinational companies 
surveyed, 26 said that they used standard advertisements, but only 4 of these 
were completely standardised; the others varied from limited standardisation 
(perhaps only a corporate logo in common), through limited standardisation of 
the key executional elements, to standard execution with some modifications. 
Even though the sample of firms is relatively small, it appears likely that the 
majority of multinationals would adapt their approaches to fit the markets they 
are targeting. 

An alternative view of internationalisation strategy is the eclectic theory pro¬ 
posed by Dunning. 19 Broadly, this theory supposes that the firm will look at its 
specific advantages over other firms both at home and overseas, and will plan its 
market entry strategies accordingly without necessarily going through a series of 
stages. For example, a firm with a strength in franchising is likely to use franchis¬ 
ing as a market entry method into overseas markets, rather than begin by 
exporting, then setting up a salesforce, and so forth. The eclectic paradigm also 
has implications for production, since a true multinational will produce in 
whichever country offers the best advantages: Ford, for example, produces all the 
engines for its European cars in Wales, exporting them for assembly into car 
bodies in Germany, and perhaps re-importing them back into the United 
Kingdom. Since transport costs are relatively low compared with the final price of 
the car. Ford deems it worthwhile to centralise production of the various compo¬ 
nents. In addition the company can take advantage of government incentives to 
locate in high-unemployment areas, and can also use transfer pricing to minimise 
its tax liabilities. 

Whether firms adopt the 'born global' approach of Dunning or the incremental 
approach does not appear to be dependent on the characteristics of the firms 
themselves. Most characteristics of 'born global' firms are shared with those 
taking an incremental approach, the difference between them depending on the 
attitudes of the managers rather than the nature of the firm. 20 
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GLOBALISATION 


Globalisation is a business philosophy under which firms regard the entire planet 
as their marketplace and source of supply. The truly global firm identifies com¬ 
petitors, suppliers, customers, employees, threats and opportunities throughout 
the world regardless of national boundaries. 

For some countries, globalisation represents a threat; American Presidential 
hopeful Pat Buchanan fought an unsuccessful campaign in 1996 based on protec¬ 
tionism. His campaign, which proposed that the United States close its borders to 
immigrants for five years, withdraw from all World Trade initiatives and impose 
high a riffs on imports of good from low-wage economies, found favour with 
voters who felt that their livelihoods were threatened by free trade. In fact, two 
factors militate against the protectionist approach: firstly, global businesses are so 
powerful that anyone standing in their way is likely to be the loser, and secondly 
the advantages of international trade are too great (in the long run) to be set aside 
in favour of a short-term advantage. 

The main drivers for globalisation are as follows: 

• Increasing economies of scale and scope for firms in the market. 

• Convergence of consumer tastes and preferences. 

• Rapidly improving communications, in terms of both telecommunications and 
transport systems. 

• Increased political acceptance of global trading. 

• The continuing growth of large firms, coupled with limits imposed by national 
monopoly regulators on domestic growth. 

Firms going global move through three stages: 

• ethnocentrism; 

• polycentrism; and 

• geocentrism. 

These stages are shown in Table 11.7. 

Obviously it is not always possible to take a completely global view. Even 
firms such as McDonald's have to adapt their product somewhat for local mar¬ 
kets. For example, in India McDonald's burgers are made from mutton, since the 
cow is sacred to Hindus; in Japan the company offers teriyaki burgers; in Russia 
the main beverage offered is tea rather than coffee. 

In fact, although there is a concentration of interest on business-to-consumer 
markets, the bulk of global marketing is conducted within the business-to-business 
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TABLE 11.7 


Stages in globalisation 


Stage 

Explanation 

Ethnocentrism 

Home-country orientation. The foreign market is seen as secondary, perhaps as a 
place to dispose of excess production. The assumption is that the foreign market 
is basically the same as the domestic market, so marketing strategies are hardly 
adapted at all for the overseas market. 

Polycentrism 

A polycentric firm only identifies the differences in each market. The firm treats 
each market as being unique, with its own marketing strategies; the products are 
modified to suit the local market, and tactical issues such as price and promotion 
are decided locally. 

Geocentrism 

The firm sees the world as a single market and seeks to identify market segments 
within that market. This results in developing uniform policies for approaching the 
segments which have been identified, so that promotions and products are similar 
across the globe. 


area. The practical, economic considerations of industrial buyers are likely to be the 
same whatever their cultural backgrounds: a Japanese steel buyer will source from 
whichever country offers the best deal, as would a steel buyer in New York or 
Buenos Aires. Buyers are, however, affected by the nationality of the supplying 
firm, because countries acquire reputations which affect the reputations of their 
companies. 21 If both the supplier and the purchaser are global, a further problem 
arises. Because there are several decision-makers involved in industrial buying, 
and they may be scattered across several countries, each buyer is subject to a sepa¬ 
rate set of cultural influences. This situation requires considerable negotiation and 
adaptation of both the product and the business methods to achieve agreement. 

Globalisation is becoming increasingly important for all firms, even those who 
are not themselves planning to expand into the international arena; those firms 
will still be affected directly or indirectly by foreign competition and by the grow¬ 
ing strength of domestic competitors who have themselves expanded overseas. 

Anti-globalisation movements have sprung up worldwide - in fact, the anti¬ 
globalisation movements are themselves examples of globalisation. During 2001 
major riots occurred at global summit conferences in Genoa and Seattle, with 
some loss of life and considerable property damage. Those who are opposed to 
the increasing globalisation of business cite the power of the global companies, 
which are not accountable to anyone except their shareholders, and in many cases 
are able to transcend national governments. Global companies do have greater 
power than national governments in terms of controlling international exchange 
rates, and can switch production between countries in order to take advantage of 
tax breaks and other incentives. 
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Another objection to globalisation is the erosion of cultural values. Major firms 
are often accused of forcing cultural changes on the population: this is called 
McDonaldisation, a reference to the well-known McDonald's practice of standard¬ 
ising the product worldwide. For example, there has been an overall growth in 
tobacco smoking worldwide in recent years as the tobacco companies have tar¬ 
geted Third World countries, in effect exporting the vices of the industrial world. 

A final criticism is that global countries do not have any allegiance to individual 
countries, and therefore have no compunction about causing environmental 
damage or economic disruption in supplier countries. For example, farmers in 
Africa are encouraged to grow cash crops to supply global corporations, while 
neglecting to grow sufficient crops to feed the local population. 

Anti-globalisation campaigns are likely to be a feature of 21st century business 
for some time to come, but they are unlikely to have much impact on the way 
firms do business. In the last analysis, consumers indicate their support (or lack 
of support) for companies by the way they spend their money. If people in, say, 
France decide that they would rather have a quick snack at McDonald's than take 
their traditional two-hour lunch break, they will do so - and in practice 
McDonald's has many home-grown imitators in France, including Quick and 
Buffalo Grill. 


CASE STUDY 11: MANCHESTER UNITED FOOTBALL CLUB 

Manchester United exhibits an interesting difference over other football clubs. The 
vast majority of its fans have never seen the team play other than on television. 
This is because most of Manchester United's fans live outside the United Kingdom. 

In 2002, fan club membership was spread across 200 branches in 24 countries. 
The Internet has enabled MUFC fans to communicate through chat rooms on every 
continent, including Antarctica - members of the British Antarctic Survey team 
often have to wait until the appropriate satellite is above the horizon in order to get 
the latest news of their team, but they feel it is worth the wait. The club even has its 
own TV channel - MUTV - available by subscription and pay-per-view. Even though 
membership of the US fan club costs $65 per person per annum, the membership 
lists had to be closed and the club's allocation of tickets (held in the New York State 
branch and available to members travelling to the UK) were oversubscribed by sev¬ 
eral hundred percent. 

The huge international following for MUFC has opened up numerous possibilities 
for export marketing. A subsidiary company, Manchester United Merchandising, was 
formed to sell MUFC clothing, shoes, sports equipment, memorabilia, and even tele¬ 
phone cards. In 1992, when the company started, turnover was £2 million. By 1995 
the turnover was £20 million pounds, and exceeded the gate receipts and pro¬ 
gramme sales for the entire year. By 2004 the turnover had grown to the point where 
playing football is merely a device for selling merchandise - the income from gate 
receipts is only a tiny proportion of the club's total income. 
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The monthly Manchester United Magazine spearheads the marketing effort, 
together with the bi-monthly Manchester United on Video. More than 140 000 copies 
of the English-language version of the magazine are sold each month. The Thai 
edition sells 25 000 copies per month, and there are editions in Malay and 
Norwegian, with other foreign-language editions to follow. The best markets for 
MUFC merchandise are Scandinavia, Ireland and Asia, regions where football is 
popular and watched extensively on TV and where there are strong national teams 
but few really big club sides. It followed from this that several other areas were 
ripe for targeting - the Middle East, for example - where the additional desirable 
criteria of a young population, high disposable income, and the ability to watch 
matches on TV are also in evidence. South Africa is another target market for the 
club. The Manchester United brand is known world-wide, so the merchandising 
company is able to compete effectively with major sports equipment and clothing 
manufacturers such as Nike and Adidas. 

Manchester United is in the early stages of internationalisation, however. 
MUFC still exports products directly rather than setting up local production or 
licensing arrangements. This provides the club with higher margins and total con¬ 
trol over quality. 

The vast majority of the club's income comes from its export markets - a far cry 
from the days when players were part-timers who had other jobs during the week, 
and the club's only income was the gate receipts. 

Questions 

1 What trends in the global marketplace is MUFC exploiting? 

2 Flow might MUFC select new countries to target? 

3 What type of internationalisation strategy is MUFC pursuing? 

4 What should MUFC do next in order to increase their global presence? 

5 What are the limiting factors on MUFC's international growth? 
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SUMMARY 


This chapter has looked at some of the issues surrounding internationalisation 
and international marketing. The main areas in which foreign markets differ from 
domestic ones are the economic, the socio-cultural and the political; firms con¬ 
templating internationalising should beware of assuming that conditions are the 
same in foreign markets as they are in domestic ones. 

Here are the key points from this chapter: 

• Culture affects more than just communication issues. 

• The remoteness of international markets makes control more difficult. 

• Infrastructure differences can affect distribution and telecommunications. 

• Most countries have some comparative advantage over others in production or 
resources. 

• Governments like firms to export, but this is not the only, or necessarily the 
most effective, way for a firm to enter an overseas market. 

• Wealth concentration may be as relevant as the per capita wealth of a country 
in assessing its market potential. 

• Segmentation is more difficult in an international context, but can be carried 
out in the same way as for a home market. 

• Most firms adapt their marketing approach to meet local conditions. 



CHAPTER QUESTIONS 


1 Compare Dunning's eclectic theory of internationalisation with the stages of 
development approach. 

2 What methods exist for segmenting an overseas market? What are the 
strengths and weaknesses of each? 

3 What are the specific problems attaching to internationalising a service 
industry? 

4 What is the importance of international business to a firm which is not itself 
planning to internationalise? 


Multi-choice questions m 


multi-choice questions 

1 The theory of competitive advantage states that: 

(A) Some countries are better than others at producing some goods. 

(B) Some companies are better than others at producing some goods. 

(C) Some companies are better at beating their competitors than others. 

2 WTO stands for: 

(A) World Trade Organisation. 

(B) World Tariff Organisation. 

(C) Western Territory Organisation. 

3 Which of the following is not an agreement on trade? 

(A) The Cairns Agreement. 

(B) The Mercosur Pact. 

(C) The Yalta Treaty. 

4 Manufacturing in one country and selling in another is an example of: 

(A) Globalisation. 

(B) Exporting. 

(C) Trade agreement. 

5 The tendency to believe that one's own culture is the only 'right' one is 
called: 

(A) Ethnocentrism. 

(B) Geocentrism. 

(C) Psychological proximity. 

6 What is countertrading? 

(A) An agreement to buy an equal amount of export goods to match an 
amount of import goods. 

(B) An agreement to accept payment at some time in the future. 

(C) An agreement to pay 'cash on the counter' for exported goods. 

7 The stages of development model states that: 

(A) Countries develop at different rates, so are at different stages at any 
one time. 

(B) Companies go through stages in their development from domestic- 
only firms to global firms. 

(C) Products need to be redeveloped in stages when entering foreign 
markets. 

8 The theory that firms take an overall view of internationalisation strategies 
and choose the most effective is called: 




Bp Chapter 


11 • International marketing 


(A) The eclectic theory. 

(B) The ethnic theory. 

(C) The gestalt theory. 

9 A firm which brings buyers and sellers together without actually taking 
ownership of goods is called: 

(A) An export house. 

(B) A clearing house. 

(C) An export agent. 

10 The process of looking for commonalities in global markets is called: 

(A) Transactional orientation. 

(B) Transnational segmentation. 

(C) Ethnocentrism. 



FURTHER READING 


International Marketing: Strategy, Planning, Market Entry and Implementation, by Roger 
Bennett and Jim Blythe (London, Kogan Page, 2002). This text covers the mechanics of 
international and global marketing, with comprehensive sections on exporting, 
documentation, and international shipping principles and practice. 

Export Practice and Management by Alan E. Branch (London, Chapman & Hall, 1994). This 
is a solid, practical guide to exporting, including some of the mechanics of shipping and 
transferring funds. Contains useful information for practitioners. 

The Globalisation of Business by John H. Dunning (London, Routledge, 1993). A clearly 
written academic overview of the way business has become more global, with particular 
reference to the future of international business. 



GLOSSARY 


Balance of payments The difference between the value of exports and the value 
of imports. 

Barter The exchange of goods for other goods without the exchange of money. 

Buy-back A form of countertrading in which capital equipment is sold in 
exchange for a future stream of the goods that the equipment will produce. 
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Comparative advantage The natural advantage one country has over another in 
terms of production or resources. 

Countertrading Exporting into a market on condition that goods of equal value 
will be imported from the same market. 

Customisation Adapting the firm's products to meet local market conditions. 

Customs union A treaty between nations under which the member states agree 
to common external tariffs in most goods. 

Eclectic theory The view that firms choose their internationalisation strategy 
according to their own strengths and weaknesses. 

Economies of scale Savings made as production and marketing activity 
increase; the reduction in unit costs brought about by more efficient large-scale 
production. 

Ethnocentrism The belief that one's own culture is 'right' and that other cultures 
are pale imitations. 

Exchange rates The prices at which foreign currency is exchanged for national 
currency. 

Export agents Firms that arrange the export of goods without taking possession 
of the goods themselves. 

Export houses Firms that buy goods for resale abroad. 

Exporting Manufacturing in the home country and selling the goods abroad. 

Franchising Allowing a foreign firm to operate a business concept (including 
intellectual property) in exchange for royalties and other fees. 

Globalisation Marketing a standardised product worldwide. 

Importing Bringing goods into the home country from a foreign country. 

Joint ventures Business activities undertaken by two or more firms acting in 
partnership. 

Licensing Allowing a foreign firm to utilise the intellectual property of the 
owner in exchange for a royalty. 

Multinational marketing Operating production, promotion, pricing and distri¬ 
bution in the most beneficial countries regardless of national boundaries. 

Per capita income Average earnings per head of population. 

Piggy-backing Exporting one product alongside another complementary 
product, often from a different firm. 

Protectionism The tendency of a government to exclude foreign competition. 

Psychological proximity The degree to which two or more nations share cultural 
attributes. 


m Chapter 11 • International marketing 


Stages of development theory The view that companies go through stages of 
internationalisation from simple exporting through to global manufacture and 
marketing. 

Tariffs Customs duties. 

Wealth concentration The degree to which the wealth of a country is 
concentrated in the hands of the richest citizens. 
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Objectives 

After reading this chapter you should be able to: 

explain the role of quality in building long-term relationships; 
describe how relationship marketing builds long-term profitability; 
formulate strategies for developing customer loyalty; 
establish quality procedures within organisations; 
describe the basis for societal marketing; 

develop strategies for assessing responsibility towards stakeholders; 
establish ethical guidelines; 

take an ethical approach to marketing strategy decisions. 


Relationship traditional marketing Ki 


INTRODUCTION 


During the late 1990s and the first years of the 21st century, marketing thinking 
has been undergoing some radical changes. Much marketing thinking in the past 
has concentrated on the single transaction between producer and customer, on 
the assumption that customers who like the product will continue to buy, and 
that no one else has any right to an input into the exchange. This approach, 
while laudable, ignores the fact that some customers are more valuable than 
others, that some customers can become very loyal indeed, and that marketers 
should also take into consideration the needs and attitudes of other stakeholders 
in society at large. 

At the same time, new communications media (the Internet, cellular tele¬ 
phones, short message systems (texting) and so forth) have made previous 
marketing communications strategies almost obsolete. Falling birthrates and 
increased competition through globalisation have meant that consumers are 
fewer and more firms are chasing them; at the same time, rapidly rising prosper¬ 
ity levels mean that the rewards for firms which get it right are much greater than 
ever before. 

This chapter is about creating long-term relationships with customers - selling 
'products that don't come back to customers that do'. 1 It is about ensuring that 
the marketing-orientated firm is sustainable in the long run, both in terms of use 
of finite resources and also in terms of ethical behaviour towards society at large. 
Finally, it is about the successful exploitation of new technology in a rapidly 
changing world. 


RELATIONSHIP /TRADITIONAL MARKETING 


Traditional marketing is concerned with the exchanges between organisations 
and their customers. The emphasis has always been on producing products that 
will satisfy customer needs, and the focus has tended to be on the single transac¬ 
tion. This has led to an over-emphasis on acquiring new customers, at the 
expense of ensuring that the firm keeps its old ones. Most of the marketing trans¬ 
actions in a traditional firm are undertaken anonymously, and the customer is 
reduced from being an individual person, with needs and wants and problems, to 
being a member of a market segment. 

Relationship marketing, on the other hand, looks at the customer as an indi¬ 
vidual and tries to establish a relationship. Relationship marketing is concerned 
with the lifetime value of the customer. For example, over the course of a life¬ 
time's motoring, a motorist might own 30 or more cars. This represents a total 
expenditure of perhaps hundreds of thousands of pounds on cars, yet car manu¬ 
facturers and dealers rarely keep in touch with their customers in any organised 
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FIGURE 12.1 


way. The focus is on the single transaction, that of buying one (and only one) car 
at a time. A relationship marketing approach would seek to look at the customer 
in terms of his or her total value to the company over (potentially) 30 or 40 years. 

This orientation values the loyal customer ahead of the one-off big deal, and 
gives the firm more chance of maintaining its customer base in the long run. 
Figure 12.1 illustrates how the concepts of customer service, quality and market¬ 
ing come together to establish a relationship marketing orientation. 

The key to relationship marketing is understanding that customers are buying 
a bundle of benefits, some of which include such factors as product reliability and 
a pleasant service from the company they are dealing with. Increasingly, cus¬ 
tomers are expecting suppliers to value their custom; during the 19th century, 
every shopper would expect the shopkeepers to know them by name, to be 
respectful and polite, to anticipate their needs, and to arrange delivery or other¬ 
wise show that they regarded the customer as important to the firm. As firms 
have grown bigger, this level of personal attention has largely disappeared. 
Economic forces have removed the old systems from grocery shops, so that cus¬ 
tomers are now expected to find the goods themselves, carry them to the 
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Customer Marketing 

service 


Relationship marketing, quality and service 


( Source : Christopher et al. 2 ) 



Relationship v traditional marketing 

checkout, pay for them, and carry them home, sometimes without exchanging 
any conversation with the store staff. 

This increasingly impersonal and functional view of marketing is now being 
questioned, and relationship marketing seeks to address this issue by encouraging 
firms to treat customers as individuals, with individual needs and aspirations. 
This goes beyond the 'have a nice day' approach of the fast-food restaurant, 
replacing it with a genuine interest and concern for the customer. 

In fact, business relationships do not divide entirely into transactional or rela¬ 
tionship marketing - relationships develop, and can range from a single exchange 
through to a fully developed co-operative system. Table 12.1 shows the compari¬ 
son between traditional, or transaction, marketing and relationship marketing. 

Although many firms have adopted the relationship approach, most firms still 
keep to the traditional view. This tends to lead to the following bad practices: 



TABLE 12.1 


Transaction v relationship marketing 


Transaction marketing 

Relationship marketing 

Focus on single sale 

Focus on customer retention 

Orientation on product 
features 

Orientation on product benefits 

Short time-scale 

Long time-scale 

Little emphasis on 
customer service 

High emphasis on customer service 

Limited customer 
commitment 

High customer commitment 

Moderate customer 
contact 

High customer contact 

Quality is the concern 
of the production 
department 

Quality is the concern of all 


(Source: Christopher et al. 2 ) 
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• Reactive approach to customer complaints. 

• Failure to recognise the needs of long-term customers. 

• Greater expenditure on promotion than is necessary, owing to the emphasis on 
acquiring new customers. 

• Inner conflict within departments as production people expect marketers to sell 
the goods, and marketers expect production people to handle quality issues. 

As customer expectations rise, and more particularly as customers become 
longer lived, there is likely to be an increasing emphasis on establishing relation¬ 
ships. This is because the value to the firm of the customer's continued custom is 
greater, and the customer knows this and expects better treatment in return. 

Relationship marketing has been most apparent in business-to-business mar¬ 
kets, possibly because businesses need to ensure consistency of supply, whereas 
consumers are able to source products from many outlets and do not lose out as 
badly if a product is not immediately available from their usual supplier. For 
example, a car manufacturer who runs out of vital components might conceiv¬ 
ably need to shut down production; the same is not true of a consumer who runs 
out of cornflakes. 

One of the key concepts in relationship marketing is that of customer intimacy. 
This means getting close enough to the customer to be able to understand his or 
her needs almost before he or she does - being able to think like the customer is a 
key skill in establishing and maintaining the relationship. Research shows that 
there is a strong positive relationship between marketing orientation and cus¬ 
tomer intimacy. 3 This means that companies which adopt a marketing orientation 
will usually try to get as close as possible to their customers. 

Relationship marketing has often been compared to a courtship. 4 At the begin¬ 
ning, both parties are keen to present the best possible aspects of themselves; as 
the relationship progresses, they seek to know more about each other and adapt 
to fit each others' needs, until finally they become very close, sharing confidential 
information, and regarding each other as allies in fighting the competitive battle. 
This is equivalent to a couple meeting, dating for a while, and finally marrying. 
For example, IBM and Microsoft worked extremely closely together during the 
1980s and 1990s. Although each company was a separate entity, each recognised 
that it could not succeed without the other. Although they have eventually gone 
their separate ways, and Microsoft now works with many computer manufactur¬ 
ers (as IBM does with software houses), the relationship created a massive 
increase in home computing worldwide. 

Adaptation tends to be one-sided, however. Suppliers are much more likely to 
adapt their business approach than are suppliers, for the following reasons: 5 

• Relative power. Buyers are usually in a position of power, especially in business- 
to-business markets, since they can always spend their money elsewhere. 


Relationship traditional marketing 

• Buyer support. Buying companies will often help suppliers to make the neces¬ 
sary changes. For example, a motor manufacturer might supply design 
services to a component supplier in order to ensure that the components are 
produced to the right specification. 

• Managerial preference for a more or less relational exchange. Suppliers typically 
want to get close to their customers in order to ensure a continuation of orders. 
The pressure is not as great for buyers to get close to suppliers (although there 
are advantages to doing so, and some buying firms actively seek long-term 
relationships). 

Figure 12.2 shows the forces which combine to create pressure on companies 
to adapt. 

In Figure 12.2, the supplying firm is pressured by managerial preference, by a 
need to exclude its competitors from supplying the buying firm, and by a need to 
guarantee a future stream of orders from the buying firm. The supplier and the 
buyer might both be affected by their relative power - although power is usually 
with the buying firm, there are cases where suppliers have the upper hand. For 
example, the American hair-products firm Redken will only supply hairdressers 
who can demonstrate a high level of technical competence - Redken's products 
and reputation make them a desirable company to buy from, but Redken protect 
their brand by only supplying salons with whom they have a close relationship, 
even extending to training the hairstylists in the use of Redken products. 

The buyer may be prepared to adapt in order to simplify the buying process. 
For example. Fiat reduced the number of suppliers from over 500 to less than 100 


Need to ensure 
consistency of 
supply 


Need to 
simplify 
the buying 
process 


Need to ensure 
adequate 
quality 
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in order to reduce its purchasing costs. This necessitated closer supervision of the 
remaining suppliers, however, to ensure that quality did not suffer as a result of 
the suppliers having a guaranteed market. 

In some cases the relationship goes beyond a simple one-to-one arrangement. 
Relationships may extend to whole groups, or networks, and the companies 
involved may need to balance a whole set of relationships rather than just one. 
Key network management has three basic elements: 6 

1 Identify a key network. Choosing which is most important of the many networks 
a firm is involved in is the starting-point for network management. 

2 Develop a strategy for managing actors within the key network. Each separate 
member of the network has separate needs, and will respond to different man¬ 
agement tactics. 

3 Develop and apply operational level networks for managing actors. Putting the 
strategies into effect means developing separate tactics for each strategy and 
each member of the network. 

Creating value through closer relationships also means bringing weaker rela¬ 
tionships into the portfolio. 7 Companies need to be aware that customers with 
whom they have a weak relationship should be encouraged, and efforts need to 
be made to strengthen the relationships. For example, firms offering products 
with low economies of scale (such as personal services or professional services 
such as accountancy and law) need to build closer relationships in order to create 
value - they are unlikely to be able to increase value by reducing prices, because 
there is little room for manoeuvre in the cost structure and relatively little to be 
gained by an increase in business. For example, a lawyer who is already fully 
booked can increase value for clients by improving the closeness of the relation¬ 
ship, and can raise his or her fees accordingly. Cutting prices for clients would 
add value for the client, but the lawyer would make less money because there is 
only a certain amount of working time available, and hiring more help would not 
make the situation much better. A good relationship is a better predictor of 
buying behaviour than is service quality, 8 but it is service quality which builds 
the relationship in the first place. 

Very few services do not involve a physical product, and likewise very few 
physical products do not involve some kind of service element (see Chapter 6). 
Service providers are usually more people-orientated than providers of physical 
products, because more of the company personnel are closer to the customer than 
would be the case for a manufacturer. One of the aims of relationship marketing 
is to encourage more manufacturers to adopt the same approach as service 
providers. Staff are crucial to this process. 

V.C. Judd 9 has developed a categorisation scheme for staff based on the degree 
of frequency of contact with customers, and the extent to which the staff are 
engaged in conventional marketing activities: 


People with whom business is done 


• Contactors are typically the front-liners. They are the salespeople, the service 
engineers and the installation people. They need to understand the company's 
overall marketing strategy, and be able to respond to customer needs as a first 
priority. 

• Modifiers are the people who have frequent contact with customers, but have 
no traditional marketing role. They are the telephonists, receptionists and 
credit controllers. They are people who need to develop high levels of interper¬ 
sonal skills, particularly in the case of credit controllers, who may have to deal 
with unpalatable tasks in a tactful and responsive manner. 

• Influencers have little or no direct contact with customers, but have a role to 
play in developing the company's relationship with the customers. They are 
the shipping department people, the market research people, the engineering 
research and development people. All of these individuals should be trained to 
have a customer-orientated approach; their aim should be not just to please the 
customers, but to delight them. 

• Isolateds are the people who have no contact with customers, and no tradi¬ 
tional marketing role. They are the secretaries, filing clerks, factory-floor 
workers and data processing staff. They still have their role to play, though, in 
supporting the aims of the other staff in meeting customer needs more effec¬ 
tively. In this context, it should be noted that the internal marketing of the firm 
is as important as the external marketing. 

The main point to come out of this is that people do not do business with com¬ 
panies. A company is a legal fiction; it has no real existence. People do business 
with other people. 


PEOPLE WITH WHOM BUSINESS IS DONE 


Transaction marketers focus on the customer. Relationship marketers broaden the 
view to include other players in other markets. 

• Customer markets remain much the same, except there is an emphasis on 
keeping existing customers as well as gaining new ones. For example, the 
growth of the use of loyalty cards in supermarkets worldwide is now moving 
into a second phase in which the loyalty cards are accepted at some other 
retailers, thus trapping the customer's money within the system. 10 Some retail¬ 
ers have gone even further, and have membership fees (the UK's MVC video 
and music store being one example). Customers who pay the initial fee can buy 
goods at a discount, in effect a two-part pricing system. The evidence is that 
such schemes ensure loyalty at least until the initial investment is recouped. 11 
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• Referral markets are those people who might be expected to recommend the 
company to others. These could be existing customers, but could also be profes¬ 
sional recommenders. For example, a holiday tour operator clearly needs to look 
after the holidaymaker; but tour operators also need to look after the travel 
agents, because these are the people who are in the best position to recommend 
the holidays to customers. In service industries this is common; in physical prod¬ 
uct manufacturing industries it is less so. Manufacturers are less likely to spend 
time and effort on establishing a good relationship with their retailers. 

• Supplier markets are those people who provide raw materials and compo¬ 
nents for the company. A view has grown up that these suppliers are part of 
the team, and the traditional somewhat adversarial relationship is being 
replaced by the logistics paradigm of co-operation towards a common goal 
(see Chapter 8). Previously the emphasis has been on getting the lowest possi¬ 
ble price from the suppliers, but the emphasis has now shifted towards other 
goals such as reliability of delivery, zero-fault quality control procedures, and 
co-operation in design and production. 

• Employee markets refer to the need to recruit and train appropriately talented 
and motivated staff. Despite high unemployment rates in some areas, there is 
still an acute shortage of enthusiastic and skilled people to work in industry. 
Even when suitable employees have been found, firms need to ensure that 
they are market-orientated and understand the company's aims and objectives. 

• Influence markets comprise those individuals who might have influence on 
the firm's activities. They include government departments, financial institu¬ 
tions, pressure groups and so forth. Although the traditional marketers 
address these influence groups through PR activities, relationship marketing 
goes further than this. While PR concentrates on building a favourable image 
of the company by providing information, relationship marketing examines 
ways of meeting the needs of those institutions and individuals and helping 
them achieve their own aims (see Chapter 9). 

• Internal marketing is concerned with ensuring that everybody inside the firm is 
not only aware of the company's policies, but is also enthusiastic and support¬ 
ive of them. This means more than simply informing staff of the policies; staff 
must feel that their own needs are being met, beyond the salary cheque at the 
end of the month. A prime example of this is Body Shop, which requires staff 
to participate in local community ventures. It is difficult to find Body Shop 
staff who are unenthusiastic about working for the company. All of them know 
what the aims of the firm are; all of them feel motivated and keen to participate 
in those aims. Strangely, Body Shop founder Anita Roddick is fond of saying 
that she does not believe in marketing - yet she is consummately good at 
doing it. 


Developing a relationship marketing approach 


Internal marketing is not generally a separate activity, carried out in isolation. 
It is built into quality programmes, customer service programmes, and ad hoc 
activities throughout the normal working lives of the staff. 


DEVELOPING A RELATIONSHIP MARKETING APPROACH 


First of all the company must develop a clear view of what the customer is 

buying. Levitt 12 has suggested the following hierarchy of levels: 

1 Core or generic. This is the basic physical product, or the minimum features 
that the customer would expect it to have. For example, a microwave oven 
would be expected to have a timer and a space inside to put the food, and 
would be expected to heat things up effectively. 

2 Expected. This is the generic product plus some extra features that the cus¬ 
tomer would reasonably expect to see. In the microwave example, the 
customer would expect there to be an instruction book, a guarantee, and some 
kind of servicing network in case of breakdowns. 

3 Augmented. These are the factors that differentiate the product. For the 
microwave, this could be a sensor to say when the food is cooked, a defrost 
facility, free delivery or an after-sales call to check the product is functioning 
well. These are the features that make the customer buy one brand rather than 
another. 

4 Potential. This is all the possible features and benefits that could be wanted by 
customers. It is unlikely that any product could have all the necessary features 
(and it would be too expensive to buy anyway), but this list still needs to be 
developed so that the company can produce different models of the product 
for different customer needs. If a microwave oven manufacturer knows who 
the end buyer of the microwave is, it would be possible to keep the customer 
informed of new models coming onto the market in, say, three years' time 
when the old microwave is beginning to show signs of wear. The idea behind 
this is to encourage the customer to remain loyal to the original manufacturer. 


Quality 

Quality is the relationship between what customers expect, and what they get. If a 
customer's expectations of a product are disappointed, his or her perception will 
be that the product is poor quality. If, on the other hand, the product exceeds 
expectations, the perception will be that the product is high quality. 
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Much of this is bound up in what customers perceive as value for money. The 
aim of the relationship marketer is not simply to satisfy the customer, or even to 
please the customer, but to delight the customer. 

It follows from this that quality is not an absolute. It is only relevant to what 
the customer feels; what is good quality to one person may not be to another, 
simply because both are beginning with different expectations. For this reason, 
the service support is critical to relationship marketing because it is during the 
pre-sale and after-sale support that the customers are approached as individuals. 
It is at this time that the customer's perception of quality can be addressed, either 
by ensuring that the expectations of the product are realistic (pre-sale) or by cor¬ 
recting any faults or errors after-sale. 

In former years, quality has been seen as very much the province of the pro¬ 
duction department. This has led to the product concept, which holds that 
the company need only produce the best-quality product on the market and the 
customers will flock in. In fact this is not true - even Rolls-Royce have gone 
through bankruptcy by following this precept. Under a relationship marketing 
ethos, quality has become the integrating concept between production orientation 
and marketing orientation. 13 

Under this regime, service quality can be defined as the ability of the organisa¬ 
tion to meet or exceed customer expectations. The relationship marketer therefore 
needs to monitor the quality of the firm's output against two criteria: the cus¬ 
tomer's expectations, and the firm's actual output. Parasuraman et al. u have 
developed a model of service quality which is reproduced in Figure 12.3. 

The model shows various gaps in the understanding of service quality. These 
are as follows: 

• Gap 1 - difference between actual customer expectations, and management 
perceptions of customer expectations. 

• Gap 2 - difference between management perceptions of customer expectations 
and service quality specifications. 

• Gap 3 - difference between service quality specifications and the service actu¬ 
ally delivered. 

• Gap 4 - difference between service delivery and what is communicated about 
the service to customers. 

• Gap 5 - difference between customer expectations, and perceptions of what is 
actually received. This gap is influenced by the other four. 

In order to close these gaps, marketers need to adopt a range of quality control 
procedures. 
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Service quality model 


(Source: Reprinted with permission from Parasuraman et al. u ) 


Total quality management 

The basis of the total quality management (TQM) approach is to ensure that the 
firm does the right things at every stage of the production process in the expecta¬ 
tion that this will result in a high-quality outcome at the end. The problem with 
this approach is that it does not take account of the customer's expectations and 
perceptions, but instead relies on the management's preconceptions of what con¬ 
stitutes good manufacturing practice. There is also some difficulty in judging the 
level at which the quality of the product should be pitched. Probably the main 
contribution that TQM has made is in reducing defects (the zero-defects target), 
which will, by reducing wastage, reduce costs. 
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Benchmarking 

Benchmarking has achieved increased popularity in recent years. This is the 
process of comparing each department in the firm with the most successful 
equivalent department in the firm's competitors. If each department in the com¬ 
pany operates on a level equivalent to the best department among the 
competitors, this will result (one assumes) in a company which is the best of the 
best. The drawback is that some firms do not like the idea of having their quality 
control systems dictated by the competition; also the system, if adopted by every¬ 
body, would stifle innovation. It does, however, offer a useful starting-point. 

Service-quality benchmarking 

Service-quality benchmarking extends this concept to the service area, but this 
time the comparison is made with both competitors and non-competitors. 
Christopher et al. 2 have drawn up a five-stage approach to service benchmarking, 
as shown in Table 12.2. 

Defining the competitive arena is not as simple as it at first appears. 
Companies frequently define the competition in narrow terms. A classic example 
is Baldwin Locomotive, which was for many years the world's largest manufac¬ 
turer of steam locomotives. Baldwin defined their competition as being other 
steam locomotive manufacturers, and did not recognise diesel locomotives as 
competition until it was too late. More importantly, who does the customer com¬ 
pare us with? A cinema-goer may well compare the service with other forms of 
entertainment. For example, are the sales staff on the confectionery counter as 
pleasant as the bar staff at the pub? Is the film on offer as entertaining as the band 


TABLE 12.2 


Five stages for service benchmarking 


Step 1 

Define the competitive arena: that is, with whom are we compared by customers 
and with whom do we want to be compared? 

Step 2 

Identify the key components of customer service as seen by customers themselves. 

Step 3 

Establish the relative importance of those service components to customers. 

Step 4 

Identify customer position on the key service components relative to competition. 

Step 5 

Analyse the data to see if service performance matches customers' service needs. 


(Source: Christopher et al. 2 ) 
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playing at the club? The real assessment of the service level takes place not 
against other firms in the same business, but against other services the customer 
buys. 

In terms of physical products, a customer who finds that the vacuum-cleaner 
company is reluctant to honour the guarantee will compare this with the 
TV company that sent somebody round immediately to fix it, or with the car com¬ 
pany that lent them a car to get around in while their own was being repaired 
under the warranty. Having had a good service from the TV company or car com¬ 
pany tends to reduce the risk for the consumer, and therefore increases the 
chances of a repeat purchase from the same company. 

Regarding the key components of customer service, this again is too often left 
to executive judgement without reference to the customers. For example, a com¬ 
puter purchaser may regard on-site maintenance as being far more important 
than on-line assistance. A car owner whose car is in for servicing may regard the 
availability of a lift to the train station as being more important than the speed of 
servicing of the car. 

Following on from establishing the key components, it is essential to establish 
the relative importance. This is simply because it is almost impossible, in a world 
with limited resources, to provide every customer with everything he or she 
wants. The firm therefore needs to concentrate on providing the most important 
aspects first. 

Having found out where we want to be, we now need to find out where we are 
by establishing our position on service provision as compared with the competi¬ 
tion. Again, we need to be careful who we are defining as competition, and also 
be aware of the possibilities of comparing ourselves with firms who are not direct 
competition, but who have something to teach us about service levels. This 
process is part of the marketing audit discussed in Chapter 10. 

This leaves the firm in a position to compare its service provision with the 
service priorities of its customers. 


Managing the relationship 

Ultimately, the purpose of the relationship marketing philosophy is to ensure that 
customers come back, and keep coming back. As was discussed earlier, a loyal 
customer of a car manufacturer might easily spend £100 000 on cars over a life¬ 
time of motoring, yet most manufacturers do not take the trouble to contact the 
customer periodically to check that everything is OK with the car. A notable 
exception is Daewoo Cars, which includes the first three years' servicing in the 
price of the car so that the company can keep in close contact with the purchaser. 
Daewoo's marketing approach is very much based on establishing a relationship 
with the customer. 

Here are some further recent examples of managing the relationship. 
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Supermarket Loyalty cards 

These loyalty cards are in use throughout the world as supermarkets try to 
reward customers who use the store regularly Previously, many shoppers would 
buy from whichever supermarket they happened to be passing, but the loyalty 
schemes have encouraged people to shop at the same supermarket every time, 
and establish a shopping pattern. The next stage of the procedure is to use the 
EPOS (electronic point-of-sale) equipment to track the customer's spending pat¬ 
terns and thus be in a position to advise shoppers about their individual needs. 
For example, it is theoretically possible with current technology to be able to 
advise a shopper that he or she has forgotten the tomato ketchup. (The EPOS 
system knows how often this customer buys ketchup, and knows what brand 
and size the customer favours.) Whether this is seen as a wonderful service for 
the customer or as an unwarranted invasion of privacy remains to be seen. 15 

Customer care 

The UK's Nationwide Building Society has a commitment to customer care. It has 
declared that it will not follow the lead of other building societies and become a 
bank, since this would mean paying dividends to shareholders rather than offering 
benefits to customers. The intention is to retain the existing customers as customers 
rather than encouraging them to become shareholders in a new institution. 

Frequent flyer programmes 

Frequent flyer programmes on airlines offer the regular users of the airlines the 
opportunity to have free flights or major discounts on travel. The frequent flyer 
programmes are usually extended to partner airlines: United Airlines of the United 
States has formed the Star Alliance with Thai Air, Lufthansa, Aloha Airlines in 
Hawaii, British Midland in the UK, and a large number of other airlines throughout 
the world. Frequent flyer points can be earned by travelling with any of these air¬ 
lines, and can be exchanged with any of them. Thus a regular transatlantic flyer can 
use the points to travel with British Midland to Frankfurt, for example. Frequent 
flyer members receive newsletters and some special treatment on the aeroplanes 
themselves - this encourages loyalty. 

Museum or theatre season tickets 

The museum uses the names and addresses of its season ticket holders to pro¬ 
mote forthcoming attractions. By mailing people who are already known to be 
interested in the museum's activities, the management ensures a much higher 
response rate than would be the case if a 'scattergun' approach were adopted. 
Mailings to already interested parties are not expensive, even compared with 
placing advertisements in local newspapers. An example is the Sydney 


Internet marketing 


Symphony Orchestra's Friends of the SSO scheme: members are entitled to attend 
selected rehearsals, buy tickets at a discount, and be invited to special events. 

Direct marketing 

This is a rapidly growing area in marketing, as computer technology is becoming 
more refined. The growth in databases (computer-based files on customers) has 
allowed firms to keep ever more accurate information about their customers' 
buying habits. The capacity for exchanging databases between firms gives a 
potential for building very detailed profiles of each individual in the country. 
Martin Evans 15 has dubbed this 'Domesday marketing' - the cataloguing of 
every customer in the country on a giant database. 

In practice, this is still some way off, but in the meantime the detailed informa¬ 
tion available enables companies, and in particular database brokers, to develop 
extremely accurate segmentation of markets. Because most of the relevant informa¬ 
tion about the customers concerned is on file, mailing-list brokers are able to offer 
very specific mailings to companies. Ultimately, this will mean that customers will 
no longer receive junk mail - they will instead only be sent information that is of 
direct, immediate interest. Theoretically it should be possible to approach cus¬ 
tomers with a purchase suggestion almost at the point when they are considering 
the purchase. Database marketing was a major growth area in the 1990s and will 
probably continue to grow in the early part of this century, and has become inextri¬ 
cably linked with relationship marketing. The reason is that databases provide an 
unrivalled opportunity for cataloguing each customer's tastes and preferences, and 
for knowing what to approach each individual with, and when. In the 19th century 
each shopkeeper knew his regular customers personally; for a modem supermar¬ 
ket to do this a computer is required. 

An important point to bear in mind about relationship marketing is that many 
of the techniques used to generate loyalty are expensive and require considerable 
commitment; overall, the result for the firm is a steadier and more secure market, 
but relationship marketing is not necessarily a cheap option. 


INTERNET MARKETING 


Nobody owns the Net; it is a communications medium spread across thousands 
(even millions) of computers worldwide, which operates independently of the 
telephone companies that supply its cable connections, of the governments in 
whose countries it resides, and even of the computer owners in whose machines 
data are stored. The Net therefore operates under its own rules; there is little or 
no international law to govern its use (or abuse), so Net users have established 
laws and punishments of their own. For example, an early attempt to use the Net 
for marketing communications was to send out indiscriminate e-mails to large 
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numbers of subscribers. This practice, known as spamming, quickly led to retalia¬ 
tion in kind, with the offended subscribers sending very large messages back to 
the offending firm. This is known as mail-bombing; subscribers would send very 
large files (manuscripts of textbooks, complex software programs, telephone 
directories) to the firm, resulting in a breakdown of the firm's handling systems, 
and in some cases a breakdown of the firm's net server. A further type of response 
is called flaming - insulting messages sent via e-mail. This type of response 
means that marketers are now extremely careful about sending unsolicited com¬ 
munications over the Net. 

Another way in which Net subscribers have registered objections to what they 
see as unfair marketing practices is to use bulletin boards to blacklist companies 
or to give offensive messages about companies. Some of these have bordered on 
the libellous, but there is no way of finding out who has put the notices on the 
board, and since the libeller might be halfway across the planet there is very little 
prospect of successfully suing for damages. Most major companies' websites are 
shadowed by anonymous counter-culture sites known as McNitemares, after the 
McSpotlight site which shadows McDonald's and which carries derogatory sto¬ 
ries about McDonald's products and restaurants. 

This type of website plays a major role in PR and newsgathering. Environmental 
pressure groups, charitable organisations, self-help groups and others have all used 
websites to raise the profile of their causes, and some have had remarkable suc¬ 
cesses as a result. For example. Shell Oil's defeat over the dumping of the Brent 
Spar oil rig was largely attributable to Greenpeace's effective use of the Web. All in 
all, the consumer has most of the real power on the Web. 

Below is a checklist for establishing a successful website: 

• The objectives for establishing the site must be clear from the outset. 

• The site itself should be informative rather than persuasive, since it is a sought 
communication. 

• Graphics should be kept as simple as possible; they take a long time to down¬ 
load, and many users are too impatient to wait. 

• The impact of the communication should not depend entirely on the graphics; 
particularly in Europe, where local telephone calls are paid for, the graphics 
can be expensive to download. This is not a problem in the United States or 
Australia. 

• The site must be integrated with other communications; cross-marketing will 
encourage subscribers to visit the site. 

• The site should be set up to gather information from those who visit it. 

• The site should encourage interactivity by the use of offers, competitions, sales 
promotions and other incentives. 
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• Hyperlinks need to be fast, so that users can access the information they really 
need quickly. 

Internet marketing has the characteristics outlined in Table 12.3. 

The Internet can be a useful tool for increasing customer intimacy. Because of 
the social presence effect, customers feel more comfortable in divulging informa¬ 
tion, and feel closer to the website owner. There are five dimensions of service 
quality on the Internet: 18 

1 Access. The website should be easy to access, quick to download and simple to 
understand. 

2 Website interface. This should be informative, easy to navigate, and engaging 
for the individual. 

3 Trust. Establishing trust is particularly important, since ordering goods over the 
Internet involves divulging credit card details. There have been instances of 
website security being breached, and credit card details being used fraudulently. 


TABLE 12.3 


Characteristics of the Internet as a marketing tool 


Characteristic 

Explanation 

Communication style 

The style is interactive, and is either synchronous (happens immediately) or 
asynchronous (there are significant time delays between message and response). 

Social presence 

The feeling that the communications are taking place at a personal level. Social 
presence is influenced by the characteristics of the channel: a telephone is more 
personal than a newspaper advert, for example. Internet communications have 
relatively high social presence if they are synchronous, particularly as the 
recipient is usually within his or her home environment when the communication 
takes place. 

Consumer control of 
contact 

Because the consumers are able to control the time and place at which they 
access the information, they are more willing to participate in the process of 
getting information from a machine . 16 Many, if not most, websites are interactive 
so that customers can control the information-gathering (and buying) process. 

Consumer control of 
content 

If the consumers can control the content of the message to some extent, the 
communication becomes truly interactive . 17 For example, a consumer accessing a 
website can use a hyperlink to move to another page, or can skip past information. 

An e-mail address allows customers to ask specific questions and thus tailor the 
communications. 
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4 Attention. Websites should attract attention, and should also show that atten¬ 
tion has been paid to customer needs. 

5 Credibility. Exaggerated claims, small print, and unverifiable statements are 

likely to detract from the overall credibility of the site. 

Current thinking is that the effect of increased use of the Internet for marketing 
purposes will eventually lead to a new environment for marketing. The speed of 
information flow within firms, especially those operating globally, will mean 
greater possibilities for real-time negotiations between firms. The rapid growth in 
virtual shopping (accessing catalogues on the Internet) means that consumers can 
buy goods anywhere in the world and have them shipped - or, in the case of com¬ 
puter software, simply downloaded - which means that global competition will 
reach unprecedented levels. Virtual shoppers are able to access high-quality pic¬ 
tures of products, holiday destinations and even pictures of restaurant food 
before committing to a purchase. A recent development is the use of bots, which 
can be programmed to search the Internet on behalf of an individual and find 
products which might be of interest. A correctly programmed bot acts exactly like 
the individual, knowing what the person likes or dislikes, and developments in 
the pipeline would enable the bot to negotiate prices on behalf of the individual. 

Webcasting is the automatic delivery of items of interest direct to the individ¬ 
ual's PC. Webcasting involves the subscriber in stating in advance what type of 
information he or she is interested in, and having this automatically delivered by 
the webcaster, thus avoiding the time and effort spent in searching the Internet 
using a search engine. 

Self-selection of messages is dependent on level of involvement, and since the 
Internet represents sought communication, the messages should be informative 
rather than persuasive. The Internet is not merely a simulation of the real world, 
it is an alternative to it in which consumers can have the illusion of being present 
in a computer-mediated environment. 19 Consumers have a role in creating the 
communications themselves; bulletin boards attract users, and the success of the 
board attracts more users and adds credibility to the site. This means that more 
consumers will see the marketer's messages. Bulletin boards of newsgroups 
allow marketers to monitor the success of word-of-mouth campaigns, and also 
can be directly useful in market research; Internet users' comments are often 
useful in assessing consumer attitudes. However, research shows that using the 
Internet for market research purposes is risky: although a large number of people 
respond to surveys, the proportion of respondents is less than 4% of the popula¬ 
tion. There is evidence that the remaining 96% differ from these respondents in 
some important ways. 20 The reasons for this may be as follows: 

• Some people are better at using the Internet. 

• Respondents may be faster typists, and therefore need to dedicate less time to 

answering surveys. 
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• Respondents may have more time, for example be retired or unemployed 
people who can spend time on surveys, rather than people who use the 
Internet for work purposes and have deadlines to meet. 

• Respondents may have unmetered Internet access. People with broadband 
provision or who do not pay for the Internet connection by the minute may be 
more prepared to stay on line to complete a questionnaire. 

These differences may or may not be crucial, depending on what is being 
researched. Checking whether respondents differ from non-respondents is, of 
course, difficult simply because non-respondents (by definition) withhold the 
information. 

Other research possibilities inherent in the Internet include virtual focus 
groups and rapid concept testing of new products. Increased consumer control of 
the communication channels may even result in consumers being able to invite 
tenders for supplying major purchases such as cars and home improvements, 21 
and (given the flexibility and speed of response of the Web) some firms will find 
this extremely advantageous. Although many of these consumers will be shop¬ 
ping for the lowest price, it should be possible to follow up these leads with 
further information as well as a quotation. Internet reverse-auction sites have 
become popular: consumers bid for goods, and manufacturers are approached 
regarding their willingness to supply at the prices offered. 

Although much of the interest in the Internet has focused on business-to-con- 
sumer marketing, the medium has proved most useful in the business-to-business 
context. Full participation in e-marketing management of supply chains requires 
firms to integrate their internal and external supply-chain activities and share 
strategic information with the other members of the supply chain. 22 This is most 
easily accomplished by the use of the Internet, allowing other members of the 
supply chain to access confidential parts of the company's website by using a pass¬ 
word. Using technology to mediate the relationship between supplier and 
purchaser has been shown to have a significant positive effect on buyers' future 
intention to buy - in other words, buyers like to buy from suppliers who have an 
effective website. 23 This may be because the website offers unequalled possibilities 
for fast after-sales service, particularly in the computer software industry, where 
on-line troubleshooting is used to correct errors in the software. This is often the 
main use that software companies have for their websites. 24 

Integrating the company's database with its Internet activities can be used to 
provide one-to-one customer relationship management. 25 For example, returning 
visitors to the website can be greeted by name, their details can be kept on the 
database so that there is no need to re-enter (for example) address and credit card 
details, and the customer's preferences can be noted. Ultimately, a profile of the 
customer's likes and dislikes can be built up, allowing the supplying company to 
target special offers and promotions much more accurately. 

A further use of the Internet is to use internal networks within the firm to 
replace or supplement internal communications such as staff newsletters. This 
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can have a stronger effect than paper versions, because it is rather harder to 
ignore; the staff member is generally more likely to read an e-mail than to open a 
staff newsletter, and the e-mail version is also quicker and cheaper to produce 
and distribute. In some organisations paper memos and newsletters have virtu¬ 
ally disappeared (although so many people make hard copies of their e-mails that 
the paperless office is still some way off). 


MARKETING ETHICS 


Ethics are the principles that define right and wrong. Ethical thinking divides into 
the teleological (basically that acts should be defined as ethical or otherwise 
according to the outcome of the acts) and deontological (that acts can be defined 
as ethical or unethical regardless of outcome). The teleological approach implies 
that the end justifies the means, but is concerned with the greatest good of the 
greatest number; the deontological approach is best illustrated by Kant's 
Categorical Imperative, which states that each act should be based on reasons 
that everyone could act on, and that actions must be based on reasons that the 
decision-maker would accept for others to use. 

In most cases marketers do not become enmeshed in the deeper recesses of 
philosophy, but instead rely on the moral rules which are part of the corporate 
culture. Research shows that most business people have separate sets of morals 
for work and for home. 26 For example, much of the jargon of marketing is war¬ 
fare-based (counterattacks, offensive product launches, etc.) and of course 'all's 
fair in love and war'; soldiers may kill or maim the enemy, but would not do so in 
civilian life. Having said that, while the moral code of a company may not be the 
same as the moral code of its employees and managers, there will be less disso¬ 
nance among the staff if the firm conforms reasonably closely to a code of ethics. 

• Products should be honestly made and described; commercial pressures may 
tempt companies to use cheaper raw materials or to use new additives to make 
the product perform differently. The ethical issue arises when customers are 
not informed of such changes. 

• Promotions can involve deceptive or misleading advertising, manipulative sales 
methods, and even bribery in selling situations. While a certain amount of 
advertising 'puff' is acceptable and even expected, it is clearly not acceptable to 
tell outright lies or even to use misleading phrases: for example, in the United 
Kingdom the Sainsbury supermarket chain banned sales of Perrier water 
because it felt that the labelling falsely implied that the water was naturally 
gaseous, whereas in fact the bubbles are added during the bottling process. For 
some marketers (Perrier included) the label is perfectly clear, and is acceptable; 
for others this is not the case. Likewise, salespeople often face ethical conflicts: 
perhaps a salesperson is faced with correcting a customer's mistaken belief 
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about a product, and thus losing the business, or allowing the customer to con¬ 
tinue with the false belief right up to the point of taking delivery of the goods. 
Once a salesperson has deceived a customer it becomes increasingly difficult to 
tell the truth later, and eventually the customer will discover the truth anyway 
At that point the business will be lost, probably forever. 

• Pricing raises ethical issues in the areas of price fixing, predatory pricing (pric¬ 
ing below the cost of production in order to bankrupt competitors) and not 
revealing the full cost of purchase. For example, some high street chains of 
opticians fail to mention that the prices displayed are for spectacle frames only 
- the lenses are extra. 

• Distribution ethics involve abuse of power in channel management (see Chapter 
8), and failure to pay for goods within the specified credit terms. Some stores 
(for example Toys 'R' Us) operate no-quibble sale-or-return contracts which 
mean that manufacturers have to accept damaged goods back, even when 
there is no fault in the manufacture: this has been seen as unethical by some 
smaller manufacturers, who have little negotiating power and few choices of 
outlet for their products. 

Establishing a code of ethics within an organisation should not be left to 
chance. It is better to have a code of practice, and monitor the code in practice, so 
that employees and others know exactly what the firm is doing about its ethical 
responsibilities. As with any other question of marketing, the decision as to what 
the code should contain can be made by reference to the firm's customers and 
consumers: what would these people regard as ethical behaviour? 

Ultimately, of course, people working within the firm have to be able to live with 
their consciences; establishing a code of ethical conduct will help them do so. 


MARKETING STRATEGY REVISITED 


In previous chapters, strategy has been discussed in terms of knowing where the 
firm is now, and knowing where it is going. Tactical decisions have been illus¬ 
trated, describing methods of achieving the destination. 

In the broader contexts examined in this chapter, marketing strategy needs also 
to take account of the long-term sustainability of the company. Although it has 
been a general rule in the past that companies cannot stand still, there may in 
future be pressures requiring a company to mark time, so that 'reaching a desti¬ 
nation' becomes 'remaining where we are'. Analysis therefore needs to go beyond 
the SWOT and STEP analyses described in Chapters 2 and 10, and include SCEP¬ 
TICAL analysis for societal marketing (see Chapter 1). Tactically, marketers must 
take account of ethical thinking; the route to achieving the company's objectives 
needs to be an ethical one if the objective is to be reached. 
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Strategies for dealing with issues of societal marketing are as follows: 

• Reaction strategy means ignoring a problem unless somebody complains. 
When the problem becomes known, the business managers usually deny 
responsibility, resolve the problem and clear up any consequential losses, and 
carry on as usual. 

• Defence strategy seeks to wriggle out of any problems. The firm might lobby 
politicians to avoid adverse legislation, or change the way the business is run 
to avoid complying with regulations. For example, some shipping companies 
respond to safety regulations by registering the vessels in countries that have 
few regulations, such as Liberia and Panama. 

• Accommodation strategy involves accepting responsibility for the firm's 
actions and accommodating the views of the stakeholders. A business might 
take action if it feels that a pressure group or government legislation is about to 
force an issue. 

• Proactive strategy involves regularly examining the company's activities in 
the light of ethical and societal responsibilities, and repairing any failings or 
shortcomings without waiting for outside groups to notice the problem. This 
strategy requires the greatest effort (and cost) to the firm, but also ensures the 
maximum return in terms of maintaining a caring reputation. 


THE 21ST CENTURY MARKETPLACE 


According to Schultz and Schultz, 27 marketing has gone through two distinct 
phases since 1950, and is about to enter a third. In the 1950s and 1960s markets 
were dominated by manufacturers, who used market research to find out what 
consumers wanted and used intensive promotional campaigns to control markets 
or at least have the strongest influence in them. During the 1970s and 1980s retail¬ 
ers began to dominate, because they were closest to the market. They have been 
able to determine which products are offered to consumers and which are not. 
The third phase, brought about by the increasing use of IT by consumers, is con¬ 
sumer domination of the marketplace. 

In some ways the role of marketing is shifting from a strategic function to a tac¬ 
tical one as consumers become more powerful in the relationship. The model of 
marketing as a patriarchal function has been breaking down for some time now, in 
the face of unpredictable consumer responses, fragmentation of societies and 
increasing individualism. Consumers are impatient with the concept of the power¬ 
ful, all-knowing marketers providing them with what the research says is best for 
them. This means that market research findings no longer act as truly effective pre¬ 
dictors in many cases, and marketers are therefore left to respond as effectively as 
they can to consumer demands as expressed through interactive media. 
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TABLE 12.4 


Stages of integration of marketing communications 


Stage 

Explanation 

Level h Tactical 
co-ordination 

The 1980s and 1990s saw a massive increase in the available tools for 
communicating with consumers; Level 1 response is to create 'one sight, one 
sound' by consolidating communications planning. Often this leads to the 
formation of teams of specialists from different areas of expertise to increase 
synergy and cross-fertilisation of ideas. 

Level 2-. Redefining the 
scope of marketing 

Rather than viewing marketing as a series of outbound activities, the firm begins 
to consider all the points at which the consumer and the brand are in contact. One 
of the most important results of Level 2 thinking has been the inclusion of 
employees both as targets for marketing communications and as communicators 
in their own right. Internal marketing thus becomes one of the driving forces of 

Level 2 thinking. 

Level 3-. Application of IT 

IT is both driving the changes in marketing, and providing the solutions. The key 
ingredient in Level 3 thinking is the use of databases to capture individual 
transactions. This enables the firm to move away from marketing to the average 
customer at the middle of a segment, and to market to groups of individuals 
instead. 

Level 4: Strategic and 
financial integration 

Two issues are paramount: the ability to measure the return on customer 
investment, and the ability to use marketing to drive organisational and strategic 
directions. Rather than measuring (for example) extra sales resulting from an 
advertising campaign, the firm would now measure the returns from a specific 
group of customers against the costs associated with all the marketing efforts 
directed at that group. Under this approach, financial directors would have 
sufficient information to be able to compare investment in communicating with a 
particular group of customers with, for example, investing in new manufacturing 
facilities. 


Of course, the traditional manufacturer domination will continue in some mar¬ 
kets, and the retailer domination of major store chains will also continue, but the 
increasing ability of consumers to make their purchases almost anywhere in the 
world and to access information from almost anywhere will increase the pressure 
on marketers to integrate their activities to maximise effectiveness and efficiency. 
This set of circumstances will lead to a change in the way marketing operates. 

Firms go through four levels of marketing integration, as shown in Table 12.4. 

Evidence for this change manifests itself mainly on the Internet, where reverse- 
auction sites are springing up almost daily; sites such as adabra.com allow 
consumers to bid for manufactured products. Once the bids are in, the manufac¬ 
turers are invited to supply product at the heavily discounted prices that the 
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consumers have said they are prepared to pay. This type of consumer power is 
likely to become more prevalent as the decade unfolds. 

Overall, marketing in the 21st century presents many new challenges. 
Shrinking markets, green issues, runaway advances in communications technol¬ 
ogy, and rapidly changing public attitudes towards consumption and 
communication predicate major changes not only in marketing techniques but 
also in corporate strategy. The role of marketing is still, at the end of the day, to 
meet customers' needs in the most effective, efficient and sustainable way possi¬ 
ble for as long as it is possible to do so. Marketers will need to re-examine their 
models of marketing strategy many times; in an era where change is the only con¬ 
stant, marketing cannot afford to stand still. Ultimately, the firms who take the 
greatest care of their customers' interests are the ones most likely to maintain 
their competitive edge in a cut-throat world. 


CASE STUDY 12: EGG CREDIT CARD 

The rapid growth in the Internet has opened up opportunities for many companies 
and business sectors, but one of the most active sectors on the Net is financial 
services. Because money can be moved from account to account electronically, and 
because of the rapid growth in buying goods over the Internet, credit card compa¬ 
nies and banks have not been slow in establishing a web presence. 

An early entrant to the on-line credit card market was Egg, set up in 1998. The 
Egg service is based entirely around the Internet [although, as part of the Visa net¬ 
work, the card can be used anywhere). Marketers at Egg decided to use the 
Internet as fully as possible, and also to provide Internet users with solutions to 
some common problems. This enabled them to tap into a group of people who are, 
on average, better educated and wealthier than the average person - an excellent 
target group. 

One of the problems consumers have faced on the Internet, especially in the 
early days, was the risk of fraudulent trading. In the early days, bogus sites offering 
non-existent products were by no means unusual, and security for Internet pur¬ 
chases was low - purchasers occasionally found that their credit card details had 
been hijacked and used to make purchases elsewhere. Clearly consumer confi¬ 
dence would need to be re-established, so Egg guaranteed that any fraudulent use 
of the card details when using the Internet would be automatically refunded. Other 
credit card companies rapidly followed suit - and programmers also increased the 
security of websites. Egg needed to find another unique selling proposition. 

The company began by negotiating special discounts with Internet suppliers. 
This means that Egg cardholders are offered up to 10% off the price of purchases 
from such websites as lastminute.com, CD WOW! and Virgin Wines. Then Egg 
began to consider the possibilities inherent in the medium itself. Egg customers 
receive their statements over the Internet: they are notified by e-mail that the 
statement is ready, and access it by visiting the Egg website and using a password 
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to enter. All the customer's details are stored on-line, so there is no need for any¬ 
thing except the password. Egg even offer customers a unique service - they can 
access all their on-line accounts, even those held with other banks, using only the 
Egg password. This removes the need to remember a whole string of passwords or 
(more dangerously] write them down. 

Egg customers can opt to have their statements delivered by mail, but there is a 
£2 charge for this service - Egg take the attitude that doing things on-line should 
be rewarding for the customer as well as saving money for the company. 
Cardholders can access their accounts 24 hours a day - and Egg take the minimum 
payments directly (and electronically] from the customer's bank account, so there 
is no danger of incurring late-payment charges, even if the customer is out of the 
country at the time. 

All communication with cardholders is electronic. Regular e-mails are sent out 
to alert them to special offers, and for the few clients who prefer to opt out of this 
service the offers are displayed prominently on the company website. 

Obviously the customers like what Egg is doing. It has 3.2 million customers, 
making it the world’s largest purely on-line bank, yet it can run effectively with only 
2200 staff. The company is branching out into insurance, mortgages, general loans 
and savings accounts but is currently unable (for legal reasons) to operate as a 
fully fledged clearing bank like First Direct or ordinary high street banks such as 
Barclay's or NatWest. 

The only part of the process which cannot be carried out entirely on line is apply¬ 
ing for the card. Customers can fill out an application form on the website, but UK 
law still requires a signature on a hard copy of the credit agreement - so at least 
one 'snail mail’ document has to be sent. If Egg could do away with this final, old- 
fashioned, facet of the service they would have a 100% electronic virtual bank. 

Questions 

1 What other Internet-related problems might Egg address? 

2 What might other banks do to improve the relationship they have with their 
customers? 

3 What are the main reasons for Egg's success? 

4 How can Egg make the best use of its database of customers? 

5 What threats might affect Egg in the near future? 
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SUMMARY 


In this chapter we have looked at current issues in marketing: the ways in which 

companies try to establish long-term relationships with their customers, ethical 

issues, and Internet marketing. 

Here are the key points from this chapter: 

• Relationship marketing suggests that manufacturers should try to develop the 
same closeness to the customer that service industries have. 

• Traditional marketing is concerned with single transactions; relationship 
marketing is concerned with long-term business. 

• It is cheaper to keep existing customers than find new ones. 

• Quality is the relationship between expectations and results. 

• Benchmarking may make a firm the best of the best, but it is likely in the long 
run to stifle innovation. 

• Companies that fail to establish a good relationship with their customers will 
lose out to firms that do. 

• Responsible ethical approaches are likely to be directly beneficial to the firm in 
the long run; unethical approaches may be beneficial in the short run, but 
affect survival prospects long-term. 

• The Internet is not without its problems, but Internet marketing is likely to 
continue to grow in future. 



CHAPTER QUESTIONS 


1 Describe the two main schools of thought on ethics. 

2 How would you go about establishing a code of ethics? 

3 Why might transaction marketing be less effective than relationship marketing 
in the long run for, say, a car manufacturer? 

4 What reasons might a firm have for consulting environmentalists about 
strategy? 

5 What are the key issues in establishing a website? 


Multi-choice questions 


^ t ^ MULTI-CHOICE QUESTIONS 

1 Relationship marketing is about: 

(A) Ensuring that customers are happy with what they have bought. 

(B) Building long-term loyalty between customers and suppliers. 

(C) Ensuring that customers' complaints are handled promptly. 

2 People who have frequent contact with customers, but no traditional 
marketing role, are called: 

(A) Modifiers. 

(B) Contactors. 

(C) Isolateds. 

3 People who might recommend our product to others are called: 

(A) Recommenders. 

(B) Referral markets. 

(C) Reserve markets. 

4 The benefits which the product shares with its competitors are called: 

(A) Potential benefits. 

(B) Residual benefits. 

(C) Generic benefits. 

5 Total quality management is the process of: 

(A) Ensuring that products are perfect before they are allowed to leave the 
factory. 

(B) Ensuring that faulty products are replaced immediately. 

(C) Ensuring that each stage of the production process is carried out 
perfectly. 

6 Benchmarking means: 

(A) Trying to make each department in the firm operate to the level of the 
equivalent department in the best of the competitors' firms. 

(B) Setting a standard for quality and ensuring that the firm keeps to it. 

(C) Checking that customers' expectations for the product match up to 
what is actually being delivered. 

7 Stakeholders are: 

(A) Staff, customers and shareholders. 

(B) Staff, customers, shareholders and competitors. 

(C) Everyone on whom the company's activities has an impact. 

8 The automatic delivery of interesting information to a customer's e-mail in 
box is called: 
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(A) Spamming. 

(B) Webcasting. 

(C) Teleology. 

9 Which of the following is not a feature of the Internet? 

(A) Customer control of content. 

(B) Social control. 

(C) Social contact. 

10 A strategy that seeks to avoid the consequences of problems is called: 

(A) A defence strategy. 

(B) An accommodation strategy. 

(C) A reaction strategy. 


(W^-^) FURTHER READING 


Good Business: Your World Needs You by Steve Hilton and Giles Gibbons (London, 

Texere Publishing, 2002) offers a view of how ethically run businesses can actually be 
more profitable than those run on purely self-centred lines. It is a cheerfully optimistic 
book, positive about the capitalist system, and offers plentiful advice on how to make 
it even better. 

E-Marketing 3rd edn, by Judy Strauss, Adel el-Ansary and Raymond Frost (Englewood 
Cliffs, NJ, Prentice-Hall, 2002) is structured like an introductory marketing text, but covers 
all the topics from an e-marketing perspective. It is thus currently the most comprehensive 
available book on Internet marketing. Obviously it is likely to date quickly - new editions 
will replace this one fairly regularly! 

Customer Relationship Management by Francis Buttle (Oxford, Butterworth-Heinemann, 
2003). This book looks at customer relationship management as the core activity of the 
business, and gives a comprehensive overview of what information technology will (and 
will not) do in helping to manage customer relations, retention and development. 

An alternative view is provided in Why CRM Doesn't Work: How to Win by Letting 
Customers Manage the Relationship by Frederick Newell (London, Kogan Page, 2003). 
Newell argues that trying to manage the relationship fails because the customer is not 
empowered - letting the customers manage the relationship is actually more successful. 




Glossary 



GLOSSARY 


Accommodation strategy Consulting with stakeholders to determine a strategy 
which will be acceptable to all parties. 

Augmented product The core product plus extra benefits that differentiate it 
from other products in the category. 

Benchmarking Adopting best practice from each of the firm's competitors on a 
department-by-department basis. 

Contactors Those individuals within an organisation whose work brings 
them into direct contact with stakeholders. 

Core (generic) product The benefits that all the products in the category 
would have. 

Database marketing The use of computers to profile and contact customers and 
potential customers. 

Defence strategy Changing the way the business is run in order to avoid outside 
pressures. 

Deontology The belief that actions can be deemed ethical or unethical 
independently of outcomes. 

Domesday marketing The amalgamation of databases to generate 
comprehensive information about actual and potential consumers. 

Employee markets Those individuals who provide time and expertise to the 
firm in exchange for salaries or wages. 

Expected product The benefits that the consumer expects to receive from 
the product. 

Influence markets Individuals and organisations in the marketing environment 
who have influence over the firm's activities. 

Influencers Those individuals within an organisation who have no contact with 
customers but who do have a marketing role. 

Isolateds Those individuals within an organisation who have no contact with 
customers and have no marketing role. 

Modifiers Those individuals within the organisation who have regular contact 
with stakeholders but have no direct marketing role. 

Potential product All the possible benefits that could be included in the product. 

Proactive strategy Seeking out stakeholders and changing their viewpoints in 
advance of action. 
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Quality The relationship between what is expected and what is received. 

Reaction strategy Waiting until outside pressures force change. 

Referral markets Those individuals or firms who do not themselves buy from 
the firm, but who can influence others to do so. 

Relationship marketing Abusiness approach that concentrates on the long-term 
relationship between the firm and its stakeholders rather than on single 
transactions. 

Service-quality benchmarking Adopting best practice in terms of customer serv¬ 
ice from both competitors and non-competitors. 

Stakeholders Those who have a direct or indirect interest in the organisation's 
activities. 

Supplier markets Those individuals and firms who provide goods and services 
to the firm. 

Teleology The belief that actions should be judged ethically by their outcomes. 

Total quality management The practice of ensuring that each step in the 
production process meets the quality criteria, with the intention of ensuring that 
the finished product also meets those criteria. 

Transaction marketing Abusiness approach that concentrates on transactions 
between a firm and its customers. 
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